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Committee oh Aobicultukb, 

House of Representatives, 

Wedne/i^y, June 7. IdZZ. 
The i-ommittee met nt 10 o'clofk a. m., Hon. Gilbert N. Haugeo (chairman) 
preelding. 

There were preseni : Mr. Haugea, Mr. McLaughlin of Michigan, Mr. Pumell, 
Mr. Voigt, Mr. McLaughlin of Nebraska, Mr. Rlddlck, Mr. Tincher, Mr. Williams, 
Mr. Hays, Mr. Thompson, Mr. Gemerd, Mr. Clague, Mr. Clarke, Mr. Rainey, 
Mr. Ajiwell, Mr. Kincliploe, Mr. .Tones, and Mr. Ten Eyck. 

The Chaibman. The cowiniittee has met this morning to give consideration to 
the subject of future trading. The Chair lays before the committee H. R, 11843. 
"We will first hear from representatives of the department. 
Mr. TiNCHEB. Yes; that is my understanding. 
The I'hatrm.-lN, Mr. Morrill, we will be plensed to hear you now, 

STATEMENT OF MB. CHESTER MORRILL, ASSISTANT TO THE 
SECRETARY OF AGRICULTURE, IN CHARGE OF ADMINISTRA- 
TION OF GRAIN fUTTTRES TRADING ACT. 

Mr. MoRiuu.. Mr. Chairman, I, do not know how far you wish me to go into 
the subject of the pending bill or just how mudi you wlsli In the way of 
Informotion from me. If you would indicate tlie Hue vou want uie to follow I 
. WHI try to do that. 

Mr. TiKcREB. Mr. Chairman, may I suggest Chat wiien we agreed the other 
isy to call Mr. Morrill, it was my underatanding that what we wanted to do 
.-vas to go into the question of the Icsality of the bill and have him explain 
^^^■-™''-'— >a hetweett this bill nud the former iesislation. 1 think the committee 
B the legislative status of this inntter. 

. I woald like him to go quite a littie ways further than that. I 
I know just exactly what your interpretation is of the Supreme 
Jttlon, frwn your viewpoint, and have v ' " 
___Ji-from the old bill. 

rt*P»wcHEB. I supposed that would be covered i[ 
of tile proposed bill. 

Mr. .\swKLi,. What is the new part of the bUI? 
Mr. Morrill. I can Indicate that as I go along. 
Sir. AswELL. Are yoii golnp clear tlironKh the bill again? 

Mr. Clakke. What I rend into the decision and what some.lUMly else may 
read Into it (iiay he uuiterlMlly dlfCerent. 

MV. JoSEs, I Biippiise yixi linve framed In your own mind your method of 
treating this subject, have you not? 
Mr. JIoRRiLL. Yea. 

The Chaibman. Have you in nilud to tftke the bill up section hy section and 
TMtlnt out the changes and discuss the question of its legality? 

Mr. MoRBiLL. I can answer the question as lo the decision of the Supreme 
(>iiirt first, if you wish, and then take up the (UfEerences between the Capper- 
Tlnchw IJili and the new Oapper-Tincher hilL 

The Chaihman. Would you prefer to make yaw statement wltliout being 
Interrupted i 

Mr. MoBBti.L. I think 1 can go right along but. of rourse, 1 am perfectly willing 
r any quesilons you ma* deiire to ask. 




I indicate just what \ 
a discussion of (he legality 
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The Chairman. I think the committee would leave it to you to decide what- 
ever you desire to do in the matter. 

Mr. Morrill, The law which was before the Supreme Court was based upon 
the taxing power of Congress and provided for two separate taxes, one covered 
by section 3 on puts and calls and other similar transactions, and the other tax 
provided by section 4 on the general class of future trading that we know as 
futures. 

The question directly before the Supreme Court was in regard to the consti- 
tutionality of section 4 and the interrelated provisions of tl^e books which were 
placed there for the purpose of carrying out the general idea behind section 4. 
The Supreme Court held that section 4 and all the related provisions of a regu- 
latory character are Unconstitutional. It, however, did not hold section 3 to 
be unconstitutional because section 3 was confined to a tax and had no regula- 
tory provisions except in so far as it might be necessary for the Treasury Depart- 
ment to take action to carry out the taxing provisions. 

Mr. Clarke. May I interrupt you just there? One of the great objects, as I 
understood it, presented here at the time and one of the reasons for this bill 
was that when the Government had undertaken to run down corners in wheat 
and grain and other things heretofore, they never had been able to obtain the 
information because a great many of the transactions were verbal or the records 
were destroyed. Now, under the decision of the Supreme Court, that part of the 
law stiU stands, does It not? 

Mr. MoRftiLL. The decision of the Supreme Court takes away from the Secre- 
tary of Agriculture the power to compel an exchange or its members to make 
any report or to open up its records because those provisions were for the pur- 
pose of carrying out section 4 and were regulatory in character, in the opinion 
of the Supreme Court. 

Mr. Gernebd. Just why did the Supreme Court say that the Department of 
Agriculture could not carry out the purpose of section 4? I have the opinion 
before me, but I want your viewpoint. 

Mr. Morrill. Speaking with reference to the bill which was before the court, 
they held that it was manifestly passed in the belief by Congress that it could 
be carried out under the taxing power and there was no evidence in the bill of 
an intention to exercise any other power, such as the interstate commerce 
power, and in the absence of a declared intention in the bill or any language 
showing the intention to exercise some other power, the Supreme Court would 
not write that into the bill. 

Mr. Gernerd. Therefore it declared this section unlawful just because of the 
taxing feature. 

Mr. Morrill. Just because it was under the taxing power. 

Mr. Gernerd. Now, if we were to substitute for that the same provisions 
that are given to the interstate commerce work, it would declare the same to be 
constitutional ; in other words, that is the inference to be drawn. 

Mr. Morrill. There are certain inferences in the opinion to which I will later 
refer. 

Mr. KiNCHELOE. Right there, let me get this question clear in my own mind. 
Of course, the Supreme Court decides this act unconstitutional because of tlio 
taxing power, and the present bill, as drawn here, undertakes to get around 
that and you have undertaken to draw a bill that will be constitutional by repr- 
ulating interstate commerce. 
. Mr. Morrill. Yes, sir. 

Mr. KiNCHELOE. Now, subsection a of section 2 of this bill undertakes to di»- 
flne interstate commerce. Is that the same provision, in substance, as was usetl 
to define interstate commerce in the packers' bill? 

Mr. Morrill. Yes, sir. 

Mr. KiNCHELOE. That is what I thought, and that is the reason I asked the 

question. 

Mr. Jones. Let me ask you a question right there, while you are on that sub- 
ject. Is it your opinion that Congress by virtue of the power that is grantetl 
to it to regulate interstate commerce has the power to prohibit interstate com- 
merce? 

Mr. Morrill. No. sir; I am not taking that position, and this bill Is not a 
prohibitory bill. 

Mr. Jones. I am asking this question for information: I understand here 
that section 4 starts off with an absolute prohibition except and unless they 
win comply with certain things and conditions. Now, is not that an effort to 
prohibit interstate commerce entirely? 
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Mr. Morrill. No; it is merely expressed by way of prohibition in order to 
secure regulation. A great many laws passed undfer the interstate commerce 
power declare certain things unlawful, which amount to a prohibition, but it 
is solely for the purpose of regulating interstate commerce, after all. 

Mr. Jones. Of course, if the court, in construing this, pursued the same line 
of reasoning they did in the case here, they would hold that. 

Mr. Morrill. If I may, I would like to go on and point out certain things in 
the decision of the Supreme Court which throw light on this matter of the use 
of the comm^ce power, and it must be borne in mind that when I answered 
the question about the definition of interstate commerce, I am not taking the 
position that these transactions on the board of trade are in themselves inter- 
state commerce. I will explain that remark more fully. 

Mr. Jones. How are you going to connect them up? 

Mr. Morrill. In tjie decislbn of the Supreme Court, it called attention to cer- 
tain language in the caption of the bill which was declared unconstitutional 
where they used the words, providing for the regulation of boards of trade, 
and called attention to the fact that the other provisions incidental to section 
4 seemed to be wholly for the purpose of regulation, and in the opinion of the 
Supreme Court the bill showed on its face that the use of the taxing power was 
an incident instead of the main purpose of the bill. 

In discussing the subject, I am going to merely quote certain sentences in 
the opinion. Of course, the whole opinion is available. 

The Supreme Court said: 

"It is impossible to escape the conviction" 

The Chairman (interposing). What are you reading from? 

Mr. Morrill. I am reading from the decision of the Supreme Court on page 8 
of the pamphlet. 

Mr. JoNES^ The last paragraph on page 8. 

Mr. Morrill (reading) : 

** It is impossible to escape the conviction, from a full reading of this law, 
that It was enacted for the purpose of regulating the conduct of business of 
boards of trade '* — 

Then I will skip a Uttle bit— 

" Indeed, the title of the act recites that one of its purposes is the regulation 
of boards of trade." 

Then dropping down a little bit further : • 

" The manifest purpose of the tax is to compel boards of trade to comply with 
regulations, many of which can have no relevancy to the collection of the tax 
at all." 

Then the Supreme Court goes on 

Mr. Jones. Just in that connection, does this present bill undertake to require 
any conditions that have no relevancy to interstate commerce? 

Mr. Morrill. We think not, but that is a matter that can be considered, and 
there is one that I will mention when I come to analyze the bill. 

Going on, the Supreme Court referred to the child-labor case and to other 
cases involving the taxing power, including the Veazie Bank case, Involving 
State-bank notes, and the Oleomargarine case, and said : 

" It was pointed out that in none of those cases did the law objected to show 
on its face, as did the child-labor tax law, detailed regulation of a concern or 
business wholly within the police power of the State." 

Then the Supreme Court says : 

*• We come to the question, then. Can these regulations of boards of trade by 
Congress be sustained under the commerce clause of the Constitution? Such 
regulations are held to be within the police powers of the State. * * * 
There is not a word in the act from which it can be gathered that it is confined 
in its operation to interstate commerce. * * * Looked at in this aspect and 
without any limitation of the application of the tax to interstate commerce or 
to that which the Congress may deem from evidence before it ]fco be an obstruc- 
tion to interstate commerce, we do not find it possible to sustain the validity of 
the repTulations as they are set forth in this act." 

So you will see that the Supreme Court was plainly indicating that there was 
a field for consideration that had not been covered by the bill that was declared ' 
unconstitutional. 

Now, the Supreme Court refers to the case of Ware & Leland v. Mobile 
County (209 U. S. 405), which involved a State tax upon transactions, and the 
State tax was upheld because the transactions themselves were not interstate 
commerce and because there was involved the question of a State tax. 
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Now, the Supreme Court expresaly gays : 

" It follows that sales for future delivery on the board of trade are not in 
and of themselves interstate commerce. They can not come within the regula- 
tory i)ower of Congress as such, unless they are regarded by Congress, from the 
evidence before it, as directly interfering with interstate commerce so as to be 
an obstruction or a burden thereon.'* Referring to the case of United States v, 
Ferger (250 U. S. 199). 

Later, the court goes on to say, referring to the Patt^ft case (226 U. S. 525), 

(involving cotton transactions on the New York Cotton Sxchange, that " mere 
contracts for sales of cotton for future delivery whidb did not oblige inter- 
state shipments w»e not interstate commerce^ an indictmaat enlarging the de- 
fendants with having cornered the whole cotton market of the United States 
by excessive purchases of cotton for future delivery and thus ooneqi^ired to re- 
strain, obstruct, and monopolise interstate commerce in cotton, was sustidjaed 
under the first and second sections of the Sherman antitrust law. This case 
like Stafford v, Wallace— which is the Packers and Stockyards case — ^followed 
the principles of Swift k Company v. United States (196 U. S. 375). In that 
case is found the origin of the definition of commerce contained in the packers 
and stocksrards act. 

Speaking directly with reference to what was htid to be constitutional and 
unconstitutional in this bill, the Supreme (3ourt said, on page 13 : 

" There are sections of the act to which under section 11 the reasons for our 
conclusion as to section 4 and the interwoven regulations do not apply. Such 
is section 9 authorizing investigations by the Secretary of Agriculture and his 
publication of results. Section 3, too, would not seem to be affected by our con- 
clusion." 

Mr. KiNCHELOE. On those points you have put the same sections in this bill 
that were in the otiier bill? 

Mr. Mosbux. Yes ; as nearly as possible. 

Then you will notice the court goes on and makes another statement re- 
ferring to section 3: 

"This is the imposition of an excise tax upon certain transactions of a 
unilateral character in grain markets which approximate gambling or offer full 
opportunity for it and does not seem to be associated with section 4. Such a 
tax without more would seem to be within the congressional power." 

I think that ^ves the pertinent pints in the decision of the Supreme Court 
on the future trading act. 

In the packers and stockyards decision — and in referring to the packers and 
stockyards decision I do not mean to imply that the proposed regulation of the 
future exchanges is strictly comparable with the packers and stockyards case, 
because there is quite a fundamental and essential difference between the two, 
still there are certain statements made in the packers and stockyards decision 
that have a bearing upon the matter before you. 

The court says, on page 8, the first full paragraph : 

" The object to be secured by the act is the free and unburdened flow of live- 
stock from the ranges and farms from the West and the Southwest through the 
great stockyards and slaughtering centers on the borders of that region and 
thence in the form of meat products to the consuming cities of the country in 
the Middle West and East, or, still as live stock, to the feeding places and 
fattening farms in the Middle West or Bast for further preparation for the 
market." 

Now, the court goes on and refers to the things that were in the minds of 
Congress about the regulation under the packers and stockyards' act and said : 

" The chief evil Is the monopoly of the packers enabling them unduly and 
arbitrarily to lower prices to the shipper who sells and unduly and arbitrarily 
to increase the price to the consumer who buys. Congress thought that the 
power to maintain this monopoly was aided by control of the stockyards. An- 
other evil which it sought to pro\ide against by the act, was exorbitant charges, 
duplications of commissions, deceptive practices in respect of prices, in the 
passage of the live stock through the stockyards, all made possibly by collusion 
between the stockyards management and the commission men on the one hand, 
and the packers and dealers on the other. Expenses incurred in the passage 
through the stockyards necessarily reduce the price received by the 8hip|K>r 
and increase the price to be paid by the consumer. If they be exorbitant or 
unreasonable they are an undue burden on the commerce which the stockyards 
are intended to facilitate. Any unjust or deceptive practice or combination 
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that unduly and directly enhances them is an unjust obstruction to that com- 
merce." 

Mr. KiNCHELOE. Of course, Mr. Morrill, you have in mind in reading this, its. 
relativity to the interstate commerce provision of your new bill. 

Mr. Morrill. Yes, sir. The Supreme Court, you will notice in the packers 
and stockyards' case, did not necessarily hold that the. transactions of commis- 
sion men in the stockyards were in themselves interstate commerce, but it bases 
its reasoning upon the relationship of those transactimis to interstate com- 
merce ; and the court goes on to say — and this Is pertinent right here — referring 
to the antitrust laws and particularly to the Swift case, which was decided 
under the antitrust laws, reading from page 12 : 

" The language of the law shows that what Congress had in mind primarily 
was to prevent such conspiracies by supervision of the agencies which wouW 
be likely to be employed in it. If Congress could provide for punishment or 
restraint of such conspiracies after their formation through the antitrust law 
as in the Swift case, certainly it may provide regulations to prevent their 
formation.*' 

Then on page 13 : 

" Whatever amounts to more or less constant practice and threatens to ob- 
struct or unduly to burden the freedom of interstate commerce is within the 
regulatory power of Congress under the commerce clause." 

Mr. KiNCHELOE. Your idea is that inasmuch as they hold in the Packers and 
Stockyards* case that all the transactions in the stockyards are not interstate 
commerce, by the same analogy or reasoning, the provisions of the present WU 
would not be vitiated by the Supreme Court because of the fact that some of 
the transactions on the grain exchange are not necessarily interstate com- 
merce. 

Mr. Morrill. Yes. The Supreme Court has expressly held that transactions 
on the cotton exchanges are not interstate commerce, but It upheld the indictment 
in the Patten case on the ground that there was an obstruction to interstate 
commerce through the operations of Patten and others on the future exchanges, 
and at the end of the decision in the Packers and Stockyards* case, the court 
said, speaking about the act : 

" Its provisions are carefully drawn to apply only to those practices and ob- 
structions which In the judgment of Congress are likely to affect interstate 
commerce prejudicially. Thus construed and applied, we think the act clearly 
within the congressional power and valid." 

Mr. Clarke. How are you going to differentiate between the practices that 
are and the practices that are not within the purview of the law? 

Mr. Morrill. That will depend upon the opinion of Congress as to what 
things in the past have been conducive to disadvantage to interstate com- 
merce in grain. 

Mr. Clarke. You will surely have to go further than the mere opinion of 
Congress on the matter. 

Mr. Morrill. Of course, the opinion of Congress must be based upon 

Mr. Clarke. The opinion of Congress was expressed in the other law, and 
we all made ourselves foolish on that. 

Mr. Morrill. The option of Congress must be based upon facts, and your 
committee has held hearing after hearing. You have 1,000 pages of record 
on the subject. 

Mr. Clarke. More than that. 

Mr. Morrill. Now, I have read certain extracts from the decision in the 
future trading case and the Packers and Stockyards case. There are certain 
cases mentioned fn those decisions and also some not mentioned In those deci- 
sions which I think should be directed to your attention. 

Mr. KiNCHELOE. Your idea is that if the provisions of the packers* act are 
drawn to apply only to those practices and obstructions which, in the judgment 
of Congress, are likely to affect interstate commerce, that provisions relative 
to grain can be drawn in the same way. 

Mr. Morrill. Well, not in the same way, but on the same general plan. 

Mr. KiNCHELOE. Yes ; I did not mean in exactly the same way, but on the 
same basis. 

Mr. Morrill. Yes; and I aq» making the point that if the Supreme Court 
could indict Patten and others for cornering the market on the New York ' 
Cotton Exchange by using transactions which admittedly are not in themselves 
interstate commerce, it can provide for the regulation of those 'transactions 
in advance so that an indictment will not become necessarj'. 
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Mr. Clakke. What is the citation to the Patten case? 

Mr. Morrill. Two hundred and twenty-sixth United States, 525. 
■ In the Minnesota Rate cases (230 U. S. 352), at page 399, the court said: 

"The authority of Congress extends to every part of interstate commerce 
and to every instrumentality and agency by which it is carried on; and the 
full control by Congress. of the subjects committed to its regulation is not to 
be denied or thwarted by the commingling of interstate and intrastate opera- 
tions. This is not to say that the Nation may deal with the internal concerns 
of the State as such, but that the execution by Congress of its constitutional 
power to regulate interstate commerce is not limited by the fact that intra- 
state transactions may have become so interwoven therewith that the effective 
government of the former incidentally controls the latter. This conclusion 
necessarily results from the supremacy of the national power within its ap- 
pointed sphere." 

Then in the case of United States r. Ferger (250 U. S. 199), in speaking about 
a fraudulent and fictitious bill of lading, the court said : 

" But this mistakenly assumes that the power of Congress is to be necessarily- 
tested by the intrinsic existence of commerce in the particular subject dealt 
with, instead of by relation of that subject to commerce and its effect upon it. 
We say mistakenly assumes because we think it clear that If the proposition 
were sustained it would destroy the power of Congress to regulate, as obvi- 
ously that power, if it is to exist, must include the authority to deal with 
obstructions to interstate commerce (In re Debs, 158 U. S. 564) and with a 
host of other acts which, because of their relation to and influence upon inter- 
state commerce, come within the power of Congress to regulate, although they 
are not interstate commerce in and of themselves." 

The case I was going to read from next was a case in a lower Federal 
court, but it is along the same general line of the Supreme Court decision 
which I have read. 

Mr. Clarke. Just put in the citation. 

Mr. MoRRHiL. Knauer v. United States (237 Fed. 8, 12). I can read the 
citation because it is brief. 

*' The act in question does not require that the defendants shall have been 
engaged in interstate commerce. If they were all engaged exclusively in intra- 
state commerce, and they formed a conspiracy to restrain the trade of the 
manufacturers and wholesalers who were engaged in interstate commerce, that 
would make them guilty." 

Mr. McLaughlin of Michigan. What court was that? 

Mr. Morrill. I do not have a reference to the particular court, but it was 
a lower Federal court. 

Mr. McLaughlin of Michigan. And the decision was not appealed from? 

Mr. MoRRiix. No. 

Mr. McLaughlin of Michigan. So the case never reached the Supreme Court? 

Mr. Morrill. No; that is the reason I simply referred to it and do not 
attach any importance to it. 

Now, I might mention the Clayton Act. Section 3 of the Clayton Act, among 
other things, makes it unlawful for persons engaged in interstate commerce, 
in the course of such commerce, to lease, sell, or contract for the sale of 
machinery, goods, wares, etc., for use in the United States, or to fix or dis- 
count the price upon condition that the lessee or purchaser shaU not use 
machinery or supplies of a competitor where the effect of such lease, contract, 
agreement, or understanding may be to substantially lessen competition or tend 
to create a monopoly. In the recent case of United Shoe Machinery Corpo- 
ration V, United States (advance sheets, 42 Sup. Ct., pp. 363, 368), arising 
under that act, the court said : 

" It is insisted that the leases In controversy were not made in the course of 
interstate commerce, and therefore can not be embraced within the terms of 
the Clayton Act. It is provided in the decree that it shall apply to all leases 
covering shoe machinery shipped from one State to the user or factory for 
use in another State in the course of or as a part of the transaction between 
the lessor and the lessee, resulting in the making of the lease. It is true that 
the mere making of the lease of the machine is not of itself interstate com- 
meice. Bnt where, connected with the making of such a lease, a movement of 
goods in interstate commerce is required, we have no doubt of the authority 
and purpose of Congress to control the making of snch leases by the eDACtment 
of the statute before us." 
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Mr. KiNCHEix)E. 1 hat case In the lower court that you read from is rather 
interesting to me. Have you found, in your investigation and in running down 
these citations, where the Supreme Court has ever held that where two or 
more conspired to manipulate the market or to raise the prices to the prejudice 
of those who are engaged in like business in interstate commerce, that they are 
subject to indictment in a Federal court? 

Mr. MoBBiLL. I can not give you the citations at the moment, because I have 
not had the time to 'run through these matters. 

Mr. TiNCHEB. They held that straight out in the cotton exchange case. 

Mr. KiNCHELOE. In what case? 

Mr. TiNCHER. When Patten was indicted under the cotton futures act. 

Mr. KiNCHELOE. I have not read that case, and I did not know about it. 

Mr. MoBBiLL. The Patten case I refer to, because It seems to me very 
pertinent. 

Mr. Jones. In that case there was a direct purpose to interfere with inter- 
state commerce. That is what they Intended to do. 

Mr. Morrill. Probably so. 

Mr. Jones. In other words, that is what the courts concluded. 

Mr. Morrill. Yes ; they concluded that from the effect. 

Mr. KiNCHErx)E. Were the facts involved in the cotton exchanges case the 
same as those Involved in the case referred to here in the lower courts? 

Mr. Jones. No; I think the one he cited goes further than the Patten case. 

Mr. Morrill. May I say that in the course of my work in the department 
now, I do not have as much time as I used to have to go into legal decisions. 
My work is largely administrative now, and Mr. Lees, of the solicitor's offices, 
who is assistant to the solicitor, has gotten for me a number of these citations, 
and, as a matter of fact, has been making a pretty thorough study of the 
law, with the idea that he would be able to give a rather comprehensive 
r^sum^ of the legal decisions. 

Mr. Clarke. Then how do you happen to be here instead of Mr. Lees on 
this matter? 

Mr. MoRRiix. Because Mr. I^ees is a member of tlie office of the solicitor 
of the department, which handles only legal matters, and I was placed in 
charge of the administration of the future trading act. I was formerly 
a member of the solicitor's office. 

Mr. Clarke. You are the one designated by the Secretary of Agriculture. 

Mr. Morrill. Yes, sir. 

Mr. TiNCHER. Mr. Morrill, let us have a little of the history of the prepara- 
tion of this bill, just for the benefit of the committee. You have been with 
the Department of Agriculture how long? 

Mr. Morrill, I have been with the Department of Agriculture for seven years. 

Mr. TiNCHER. And up until Mr. Wallace's term, you were in what depart- 
ment? 

Mr. Morrill. I was first in the solicitor's office until in 1919, when I was 
appointed supervisor of the enforcement of the United States cotton futures 
act. Then I became assistant to the chief of the Bureau of Markets, and 
subsequently assistant chief, and at the time of the passage of the packers 
and stockyards act and the future trading act, the Secretary placed me in 
charge of the administration of those two laws. 

Mr. TiNCHER. In the preparation of this bill, how long a time did you take 
to work out this constitutional question? 

Mr. Morrill. Of course, it has been constantly before us ever since the initia- 
tion of the proceeding by Mr. Hill at Chicago to test the constitutionality of 
the future trading act. Naturally we saw the weakness of the bill from a 
legal standpoint, and we have given a good deal of attention to just how that 
weakness might be overcome, either in the case itself or subsequently. 

Mr. TiNCHER. Then after the Taft decision and after I asked your department 
to go to work on it, how long a time did your legal department spend in pre- 
paring this bill? 

Mr. Morrill. They have been giving pretty close attention to it and in ad- 
dition we have discussefl these legal questions with the legislative drafting 
service of the House, and they are in accord with our views on the legal phases. 

Mr. TiNCHEB. Now, tell the committee whom you have in your legal depart- 
ment. 

Mr. Clarke. Is that the same legislative drafting service that prepared this 
other act that was declared unconstitutional? 

Mr. Morrill. Yes. 
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Mr. TiNCHKB. Oh, no; let us get the record straight on that. 'The legisla- 
tive drafting service prepared the packer control act but they did not prepare- 
the future trading act. 

Mr. MosBiLL. The future trading act was not prepared by the legislative- 
drafting service nor by the Agricultural Department. 

Mr. KiNCHELOE. But the packer control act was. 

Mr. MosaiLL. Yes. 

Mr. TiNCHER. What lawyers are there in your legal dei>artment? 

Mr. MoBBUx. We have about 25 in Washington, have we not, Mr. Lees? 

Mr. Lees. About that many. 

Mr. Mosbux. And probably 15 or 20 outside. 

Mr. TiNCHEB. Who is the solicitor for the department? 

Mr. MoBBiLL. The solicitor is Mr. Williams. 

Mr. TiNCHEB. Did Judge Hiner go over this bill with you? 

Mr. MoKBiLL. Judge Hiner has nothing to do witli the administration of the- 
future trading act. He is connected wltli the packers and stockyards adminis- 
tration. 

Mr. TiNCHEB. He had considerable to do with the trial of the case, did he 
not? 

Mr. MoBBiLL. Not with the future trading case. 

Mr. TiNCHEB. I mean with the packers and stockyards case. 

Mr. MoBRTLL. With the packers and stockyards case, yes. 

Mr. K1NCHET.0E. When It suits you to do so, I would like for you to take up 
this new bill and discuss it section by section and explain to us why it will get 
around this decision of the Supreme Court on the future trading act. 

Mr. MoRBiLL. Taking the title of H. R. 11843 and comparing it with the tltlo 
of the future trading act, you will find a distinct difference. The title is en 
tirely changed. It reads: "For the prevention and removal of obstructions 
and burdens upon interstate commerce in grain, by regulating transactions 
on grain future exchanges and for other purposes." 

Mr. KiNCHELOE. I think you had better quote' the title of the old act. 

Mr. MoBBHJ^ The title of the old act is as follows : 

" An act taxing contracts for the sale of grain for future delivery and options 
for such contracts, and providing for the regulation of boards of trade, and for 
other purposes." 

May I say that in going over the substitute bill, as a means of serving the 
committee, we adhered as closely as possible to the future trading act. with 
the exceptions to which I will call attention as I go along. 

Mr. Clabke. The first exception, then, is in the title; is that it? 

Mr. MoBBiLL. Yes. In the first section, immediately following the title of the 
bill, you will notice that the short title is changed to "The grain futures act." 
instead of the " Future trading act," merely as a means of providing a dis- 
tinction between the title of the bill which was declared unconstitutional and 
the new one. 

Mr. KiNCHELOE. What would be the difference between the two? 

Mr. MoBBiLL. It is just a matter of reference. 

Mr. KiNCHELOE. I had the idea that you had drawn this 1)111 with the idea of 
trying to get around the objections raised to the original act by the Supreme 
Court, and I wars wondering what was the difference between the grain future!* 
act and the future trading act. 

Mr. MOBBILL. It is purely a question of title. It nuist be borne in mind, how- 
ever, that the future trading act does not make tlie distinction that Is made 
In this bin. It is limited to grain futures and does not apply to cotton futures 
or to any futures outside of grain. 

Now. in section 2a, the language Is the same down to line 14 on page 2. and 
from thereon the material Is new In the section and was not contaUie<l in the 
future trading act. I will read it in order to get It before you : 

"The words 'interstate commerce' shall be construed to mean coninienv 
between any State, Territory, or possession, or the District of Columbia. an<r 
any place outside thereof; or between points within the same State, Terrltor\. 
or possession, or the District of Columbia, but through any place outside ther**<»f. 
or within any Territory or possession or the District of Columbia." 

Now, that is exactly the same as the definition, so far, in the packers and st(H>k- 
yards act, except we use the word " Interstate commerce " instead of the won! 
" commerce." 

The Ohaibman. Mr. Morrill, did I understand you to say that the de^uirt- 
ment drafted the packer bill? 
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Mr, MoBRiLi.. No; the packer hill. I tiike tt, is not the product of any one 
I)erGon. 

The Chaiesias. This committee gave about 40 days' hearings to that bill. 
We had the legialatlve drafting service of the House here and we had the aa- 
Blstunce of yon and others from your tiepartment. 

Mr. MOBBiLL. I understand that the legislative drafting service was of a 
preai deal of aaaletance to your committee- 
Mr. TiKCHEB. I understood the only reference he made to the legislative 
drafting service was that that service was used on the packer bill and was 
consulted about legal phases of the present bill. 

The Chaibsiam. The packer bill is not the product of any one man or any 
one drafting service, or any one department. It la the product of the whole 
Committee on Agriculture. The committee gave about 40 days' hearings to 
it. There are thousands of pages of printed hearings in reference to it. Hep- 
reseutatives of the Department of Agriculture appeared before the committee 
and were of much assistance. I am perfectly willing that the department shall 
have its share of the credit, but I do not want the committee and the House 
legislative drafting service to be robbed of the credit due them. 

Mr. KiNPHKUJB. I understood the distinction Mr. Morrill made was that the 
legislative drafting service did assist In the preparation of the paciier bill, hut 
did not assist in the preparation of the grain futures act. 

The Ohaibma\. I just wanted the matter to be clear. I do ni.it want to roh 
the committee and our House legislative drafting service of Its share of the 
credit. i 

Mr. MoBHiu.. May I say that I thinli If you will read the record you will 
find that I did not say the lef^siative drafting service did not have anything 
to do with tile drafting of the packers and stockyards' act. 

The Chaieuan. The question by Mr. Kincheloe, as 1 understood it, was. Was 
the packer bill drafted by the Agricultural Department? And your answer 
was. Tes. 

Mr. MoRBiu.. No, sir; so far ai 
we had anything to do with It t 
on page 2, says; 

"(b) For the purposes of this act {but not in any wise limiting the fore- 
.going definition of interstate commerce) a transaction in respect to any article 
f^all be considered to be in interstate commerce if such article is part of tliat 
■«irr«Jt of commerce usual In the grain trade whereby grain and grain products 
and by-products thereof are sent from one State with the expectation that they 
ffill end their transit, after purchase, in another, including, in addition to 
■cases within the above general description, all cases where purchase or sale 
la either for shipnient to another State, or for manufacture within the State 
juid the shipment outside the State of the products resulting from such manu- 
facture. Articles normally In such current of commerce shall not be consid- 
ered out of such commerce through resort being had to any means or device 
Intended to remove transactions in respect thereto from the provisions of this 
net. For the purpose of this paragraph the word ' State' includes Territory, 
the District of Columbia, possession of the United States, and forelcn nation." 

Mr. Kincheloe. Is that ej:flctly the language of the packers' bill as near 
as It is npplleable? 

Jlr. MoBBTii. Yes: as near as It Is applicable. The only chanfie is in ortler 
to introiluce grain instead of live stock into the definition, and may I explain 
right there that that deflnition Is not for tlie purpose of making the transac- 
llfins on the future exi'hanges interstate commerce but for the purpose of estab- 
lishing a basis upon "hii'b the relntioDshlp of those transactions on the future 
exchanges will lie shown to the transactions that are in interstate commerce. 

Mr. .losEB. Befiire yen leiive thtit section. In your Judgment would It be per- 
missible to Odd in the top line of page 3. " products that are sent or are con- 
tracted to be sent," or does your definition cover contracts by virtue of the 
woi-d " mm sections." 

Mr. MoRarr.L. I think it is covered, becanse later it says, "' includinc, in addl- 
llon to cases within the above general description, all cases where purchase or 
sale i« either for shipment to aniitlier State or for manufacture within the 
State and the shipment outside the State of the products resulting from such 
manufacture." 

Mr. .Tones. Yes; I think tiat covers it. 

Mr. Stkenehson. I would like to ask a (juestion right there on this matter. 
Tn lines 2 and 3, on page 3, there are the words, " with the exiwctatlon that they 
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will end their transit, after purchase, in another (State)." Now, that language 
is taken from the decision of the Supreme Court. 

Mr. MoBRiLL. Yes, sir. 

Mr. Steenebson. But in that decision there are these words added, " and 
actually does enter interstate commerce." Now, you make it interstate com- 
merce simply if there is that expectation, although it never goes outside of the 
State. That is taken from the packers act. 

Mr. MoBRux. That language is the language of the packers and stockyards 
act which was upheld by the Supreme Court. 

Mr. Steenebson. No ; not that particular part of it. 

Mr. MoBBiLL. That definition of commerce was upheld. 

Mr. Steenebson. I did not so understand the decision. Anyway, if it is, 
it goes further than the Supreme Court held in the other case because it simply 
held that it is not sufiicient that there is the expectation that it will enter com- 
merce, if it does not actually enter into the commerce. 

Mr. McLaughlin of Michigan. Do you mean, Mr. Steenerson, that the addi- 
tional words you give there are a part of the definition or were the words used 
by the Supreme Court? 

Mr. Steenebson. This whole definition is copied from the opinion of the Su- 
preme Court. 

Mr. McLaughlin of Michigan. Where are those additional words used? 

Mr. Steenebson. In the Supreme Court decision from which this language is 
copied. They copied part of it but not the whole of it. 

Mr. MoBBiLL. Mr. Steenerson, I think you are referring to the Swift case, 
upon the basis of which the packers and stockyards act was drawn. 

Mr. TiNCHEB. Yes ; you are talking about the Swift case. 

Mr. Jones. And the packers act did not include the words you use. 

Mr. KiNCHELOE. And in that case the Supreme Court upheld the whole act. 

Mr. MoBBiLL. May I read the definition contained in the packers case so that 
you can compare it, as I go along, with the language you have before you? 

Mr. Jones. Yes; let us have that read. 

Mr. MoBBiLL. Here is the exact language of the packers and stockyards act, 
and you have before you the language which is used in this new bill. 

The Chaibman. Give the page. 

Mr. MoBBiLL. I have not the original act before me. 

Mr. TiNcsEB. It is. page 2, line 21, .of the .bill beCore us. 

Mr. Mobbill; Yes ; and what I am going to read to you is from the packers 
and stockyards act. Title I, section 2, subsection 6 and subsection (b) of that 
subsection : 

"(b) For the purpose of this act (but not in anywise limiting the foregoing 
definition) a transaction in respect to any article shall be considered to be in 
commerce if such article is part of that current of commerce usual in the live- 
stock and meat-packing industries, whereby live stock, meats, meat food prod- 
ucts, live-stock products, dairy products, poultry, poultry products, or eggs, are 
sent from one State with the expectation that they will end their transit, after 
purchase, in another, including, in addition to cases within the above general 
description, all cases where purchase or sale is either for shipment to another 
State, or for slaughter of live stock within the State and the shipment out- 
side of the State of the products resulting from such slaughter. Articles nor- 
mally in such cuQ^nt of commerce shall not be considered out of such current 
through report being had to any means or device intended to remove transac- 
tions in respect thereto from the provisions of this act. For the purpose of 
this paragraph the word * State * includes Territory, the District of Columbia, 
possession of the United States, and foreign nation." 

Mr. Kincheloe. Let me ask you a question right there. Beginning at line 
23, is there any difference in the language u.se<i there? 1 notice that the 
original act says, '* a traimaction in resjiect to jiuy article .shall be con.sidere4l 
to be in commerce," and the bill before us .says, "shall be considered to In* 
in Interstate commerce." 

Mr. MoBBiix. I think tliat was merely an accident. It was not intended t«> 
mnke imy change, and I do not believe It means anything different. 

Mr. Kincheu)E. Do you think there is any differenfe? 

Mr. MoRKiLL. No; I do not think there is any difference. (Vrtalnly. if there 
wns. there was no reason for nnikin^r the chantr". 

Mr. Steenerson. 1 would like to iK»lnt out that, so far as I rwiill, the pre<*is«> 
point which I nia<le uas not made in the StiK'kyj nls ct^se before the Supreme 
Court, and it can not he consideretl us an authoiity to ujihold this definiti«»iK 
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because the point was not argued. The Supreme Court has said that It not 
only must have the expectation to enter interstate commerce but must actu- 
ally go into interstate commerce ; in other words, that the expectation must be 
followed by a realization, and that is omitted here and in the stockyards act. 
Now, if that precise point had been raised the stockyards decision would have 
been an authority, but it was not. 

Mr. TiNCHEB. Will you permit this suggestion: In the stockyards act this 
committee had before it the decision by Mr. .Justice Holmes in the Swift case, 
and premeditatedly and delil)erately. not only in the Sixty-seventh Congress, 
when we passwl the bill, but in the Sixty-sixth Congress, when we considered it, 
defined commerce, going further than the Swift case and with some reluctance 
as to whether the Supreme Court would approve the definition of commerce, 
but they have now approved it. 

Mr. Steenerson. Well. I do not believe they have. 

Mr. Williams. In the case of Hill r. Wallace, on page 11, Mr. Morrill. 
I think the court practically passes on this question in the third paragraph. 

Mr. MoBKiLL. Yes. I think that page 11 of the opinion of the Supreme Court 
shows clearly that it had before it the whole of the definition of commerce as 
set out in the packers and stockyards act, and it refers expressly to the Swift 
case and shows expressly that the Swift case has become the rule of the court. 

Mr. Stebnebson. But the Swift case is the one which says it must be fol- 
lowed by actual entry into commerce. 

Mr, Jones. Was the question that Mr. Steenerson refers to actually raised 
in the packers' case? 

Mr. MoBBiLL. From the standpoint of a case involving a violation of a law 
with respect to a transaction which was not in itself interstate conunerce, 
there was not any such case before the Supreme Court, but the case was an 
attempt by traders in the stockyards in Chicago, who alleged that their trans- 
actions were not interstate commerce, to have this law held as not applicable to 
them. They pointed out that a trader in the live-stock yards at Chicago 
buys live stock from anybody who comes along, without any reference to 
w^here it came from ; he does not buy until that live stock arrives in the 
yards; he knows nothing about its origin, and he sells it to some one else; 
and the origin has nothing to do with its destination. That was what was 
before the Supreme Court in the packer's case. 

Mr. Jones. The facts actually raised the point whether they specifi<?ally 
commented on it or not. 

Mr. MoBsiix. Yes; the facts raised the point because that was the basis 
upon which they were seeking to have the law held applicable. 

Mr. TiNCHEB. In other words, they were not willing to stand for this new 
definition of commerce. 

Mr. MoBBiix. And, as a matter of fact, in the case before the Supreme 
Court the complainant placed a great deal of reliance upon the Hopkins case, 
at Kansas City, where the United States had failed to sustain its contention, 
and the court comments upon the Hopkins case as follows : 

" Counsel for appellants cite cases to show that transactions like those of the 
commission men or dealers here are not interstate commerce or within the 
power of Congress to regulate. The chief of these are Hopkins v. United 
States (171 U. S. 604) and Anderson r. United States (171 U. S. 604). These 
cases were considered in the Swift case and disposed of by the court as fol- 
lows (p. 397) : 

" * So again the line is distinct between • this case and Hopkins v. United 
States (171 U. S. 578). All that was decided there was that the local business 
of commission merchants was not commerce among the States even if what 
the brokers were employed to sell was an object of such commerce. The 
brokers were not like the defendants before us, themselves the buyers and 
sellers. They only furnish facilities for sales. Therefore there again the 
effects of the combination of brokers upon the commerce was only indirect and 
not within the act. Whether the case would have been different if the combi- 
nation had resulted in exorbitant charges was left open. In Anderson v. 
United States (171 U. S. 604) the defendants were buyers and sellers at the 
stockyards, but their agreement was merely not to employ brokers or to recog- 
nize yard traders who were not members of their association. Any yard trader 
could become a member of the association on complying with the conditions, 
and there was said to be no feature of monopoly in the case. It was held that 
the combination did not directly reirulate commerce between t\jft Statps. -nnd. 
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being formed with a different intent, was not within the act. The present 
ijase is more like Montague & Co. t\ Lowry (193 U. S. 38). 

" It is clear from this that if the bill in the Swift case had averred that 
control of the stockyards and the commission men was one of the means used 
hy the packers to make arbitrary prices in their plan of monopolizing the 
interstate commerce, the acts of the stockyards owners and commission men 
would have been regarded as directly affecting interstate commerce and 
within the antitrust act. Congress has found as an evil to be apprehended and 
to be prevented, by the act here in question, the use and control of stockyards 
and the commission men to promote a packers* monopoly of interstate com- 
merce. The act finds and imports this injurious direct effect of such agencies 
upon interstate commerce just as the intent of the conspiracy charged in the 
indictment in the Swift case tied together the parts of the schenie there 
attacked and imported their direct effect upon interstate commerce." 

Then the court goes on further to discuss the Anderson and Hopkins case. 

The thing that the Supreme Court was considering was whether or not the 
transactions with which they were dealing affected interstate commerce and 
not whether they were in themselves interstate commerce. 

Now, in section 3 of the bill 

Mr. KiNCHSXOE (interposing). Are you now taking up a new section? 

Mr. MoRBiLL. This is a new section I am starting to read that is in this bill 
but not even in the old bill. Section 3 of the old law is a tax upon puts and 
calls. 

Mr. KiNCHELOE. Is there any similarity between this section 8 in the present 
bill and any section in the packer bill? 

Mr. MoBsiLL. No, sir. This section 3 corresponds to declarations by this 
<!ommittee in its report behind the packer and stockyards act, but there is 
nothing like it in the packer and stockyards act. 

Mr. TiNCHEB. There is something like it in the packer and stockyards deci- 
sion, however. 

' Mr. MoBBiLL. Yes, sir; very much. 

. The Chaibman. You may continue your discussion of the bill. 
i Mr. MoBBiLL. Section 3 recites : 

" Sec. 3. That transactions in grain involving the sale thereof for future 
delivery as commonly conducted on boards of trade and known as * options * or 

1 futures' are affected with a national public interest; that such transactions 
re carried on in large volume by the public generally and by persons engaged in 
the business of buying and selling grain and the products and by-products thereof 
in interstate commerce; that the prices of such transactions are generally 
quoted and disseminated throughout the United States and in foreign countries 
as a basis for determining the prices to the producer and the consumer of grain 
and the products and by-products thereof in interstate commerce; that such 
transactions are utilized by shippers, dealers, millers, and others engaged in 
handling grain and the products thereof in interstate commerce as a means of 
hedging themselves against possible losses through fluctuations in prices; that 
tlie transactions on such boards are extremely susceptible to speculation, manip- 
ulation, and control, and sudden or unreasonable fluctuations in the prices thereof 
frequently occur as a result of such speculation, manipulation, or control which 
«re detrimental to the producer or the consumer and the persons handling grain 
and products and by-pro<lucts thereof In interstate commerce, and make sucli 
business unsafe and uncertain from time to time ; and that such fluctations in 
prices are an obstruction to and -a burden upon interstate commerce in grain 
and the products and by-products thereof and render regulation imperative for 
the protection of such commerce and the national public interest therein." 

Now, the Supreme Court does not say that that statement is true, but of 
•couse, if the facts show them to be true they would support this law. It t*^, 
of course, for your committee to decide on the basis of the record you have 
before you whether that statement is true. 

' Mr. KiNCHELOE. That seems to l)e an hypothesis upon which something els** 
is based. What was the idea tliere? 

Mr. MoBBiLL. That was for the Congress to say, what it deems necessary 
to say were transactions on boards of trade. 

Mr. TiNCHEB. The Supreme Court of the I'^nited States gave the basis for 
this. They «aid they would consider that — that it was proper for the court to 
<*onsider the thing tliat actuated tlie Congress. 

IVIr. KiNCHSLOE. I was reading that section last night and wondered what it 
meant. 
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Mr. TiNCHER. This is a paragraph that may well go in the bill because we 
have had extensive hearings and nobody has disputed this state of facts; no 
grain man even has disputed it. 

Mr. KiNCHELOE. It is more like a whereas before a resolve, is it not? 

Mr. TiNCHEB. Perhaps so. 

Mr. Jones. It is a statement as to the jurisdiction of the Congress, I would 
suggest. 

Mr, Morrill. Yes, sir, 

Mr. TiNCHEB, The Supreme Court approves that for legislation. 

Mr. Morrill. Without confining itself to the record shown by the committee 
hearings and reports and debates on the lloor of the Congress, it declares its 
conclusions in law. 

Mr. KiNCHELOE. It seems more a statement than a fact. 

Mr. Morrill. It is quite true that section 3 is not legislation in the sense of 
regulating the conduct of persons. 

Mr. TiNCHEB. It is a definition. 

Mr. McLaughlin of Michigan. It is a legislative declaration of a determina- 
tion by the Congress that if the facts exist this is the law. 

Mr. Morrill. You may find in many States statutes on the police powers of 
the States that such and such a thing is affected by public interest. 

Mr. KiNCHELOE. It is more or less of a preamble? 

Mr. Morrill. Yes, sir. 

Mr. VoiGT. This bill does not repeal the other grain futures act, does it? 

Mr. Morrill. No, sir ; and it is not necessary to do so. 

Mr. VoiGT. Why would not it be the better policy to repeal the present act 
with this bill and simply put the taxing clause of the act on puts and calls in 
this bill, so as to have the whole thing in one act? . . • 

Mr. Morrill. Of course, you could do that. But I would suggest this— ^and it 
is merely my suggestion, you understand — ^that you do not commingle the taxing 
and regulating provisions in one bill. 

Mr. KiNCHELOE. We better hold what we have — ^Is that it? 

Mr. Morrill. Yes, sir. 

Mr. VoiGT. There is some uncertainty in the Supreme Court's decision as to 
just what authority is left in the Secretary of Agriculture, is there not? 

Mr. Morrill. No, sir ; at least, not according to our own yiew of it. We do 
not feel that we have any authority to in any way regulafe boards of trade 
or transactions on those boards or to compel them to ke^ records or to make 
reports. Section 9, to which Chief Justice Taft refers, is simply an authoriza- 
tion to carry on investigational work and to make publications just in precisely 
the same manner as the authorization is given the Bureau of Markets in the 
annual appropriation acts. 

Mr. KiNCHELOE. That stays in the bill — section 9? 

Mr. Morbill. Yes, sir. 

Mr. VoiGT. Your understanding of the old law is tha^- after all, what is left 
of it is the taxation of puts and calls? 

Mr. Morrill. The taxation of puts and calls and authorization to carry on 
investigational work. 

Mr. VoiGT. And you have that same authority in this bill? 

Mr. Morrill. Yes, sir. Having the same authority in this bill and covering 
precisely the same feld, it would simply take the place of the old act. Sec- 
tion 4 takes the place of the taxing provisions 

Mr. PuBNELL (interposing). Before you leave section 3, may I ask you what, 
in your judgment, is the necessity for this language, beginning in line 13, 
page 4 : 

*' And that such fluctuations in prices are an obstruction to and a burden 
upon interstate commerce." 

Just what had you in your mind when you say these are obstructions to and 
burdens upon interstate commerce? 

Mr. Mobbill. I mean this, that from time to time there comes about a con- 
dition on the future exchanges of extreme movements up or down, without any 
necessary relationship to cash grain conditions generally, and that in so far 
as the members of the cash grain trade feel it necessary or desirable to use the 
future exchanges for heding purposes the hedge is not safe or reliable. In 
other words, I am speaking now of hedging in cash grain transactions. I think 
probably I do t\ot need to enter into a discussion of what is a hedge or what 
the hedging of cash grain transactions may be. 
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Mr. PuRNELL. Oh, no ; we had 40 days of that. 

Mr. MoBBiLL. But assuming that there is a good, sound business reason for 
using the future exchange for the purpose of hedging cash grain transactions, 
if the fluctuations in prices on future exchanges for any reason are out of 
harmony with any movement in the cash grain trade your hedge is weakened 
or lost. 

Mr. TiNCHEB. Right on that subject might be a good place for this : Do you 
Ivuow what has happened on the grain market since the decision of the Supreme 
Court of the United States on this act? 

Mr. MoRRTLU Well, I do not want to express an opinion; in fact, I do not 
think I am competent to express an opinion on the operations of the Chicago 
Board of Trade, but here is a chart, and the red field shown thereon covers 
the range between high and low prices on May futures during the months up 
to May, and between the places where my fingers are you will see the prices 
during the month of May. That is the high and the low shown there and the 
black line in the middle is the class. Along about the 1st of May there was 
a price above $1.45, and then within a few days there was a drop, and then a 
rise to a price of about $1.48, and then a decline, with a rise again, and then 
it went down, until on the 27th of May, when the low point of $1.25 or $1.24 
was reached, and it has dropped considerable since then. 

Mr. TiNCHER. I observed in a newspaper article under a Chicago date line 
that the holding of this act unconstitutional by Chief Justice Taft* on May 
15, had resulted in a rise in price of wheat of 4 cents a bushel — for which all 
of the farmers no doubt would be very thankful. But what was the price of 
wheat on May 15? 

Mr. Morrill. It was about $1.46. 

Mr. TiNCHER. And what was the price on May 27? 

Mr. Morrill. On May 27 it was down to $1.25. 

Mr. TiNCHER. That was after the farmers had had the benefit of the Supreme 
Court's decision for 12 days. I have not seen any headline announcing that. 

Mr. Clarke. Have yotf taken into consideration in that chart or have you 
prepared any other tables giving commodities not affected by the decision of 
the Supreme Court; have you prepared a schedule like that to show fluctua- 
tions in prices of other commodities? 

Mr. Morrill. Yes, sir; we have flgures for operations on other future ex- 
changes, but of course conditions in regard to commodities are more or less 
different. For instance, I would say conditions are hardly anaiagous as 
between cotton and grain. 

Mr. KiNCHELOE. But the fact remains, as Mr. Aswell remarked a few 
moments ago, that the price of cotton has increased 5 cents a pound in the 
last month. That is a fact, is it not? 

Mr. Morrill. Yes, sir. 

Mr. TiNCHER. I am not reflecting on boards of trade, but am remarking what, 
happened in the way of price fluctuations. What was the price of wheat on 
yesterday? 

Mr. Morrill. July futures on yesterday were $1.12. 

The Chairman. What is the price of cash wheat now? 

Mr. Morrill. I do not seem to have that here. I wonder if Mr. Wells can 
answer that question. 

Mr. Wells, of Minneapolis. No ; I do not know the quotations on the Chicago 

market. 

Mr. TiNCHEB. But you have the price of wheat on yesterday and also on 
the day when the court rerfdered the decision, May 15. 

The Chairman. Yes; and what was that price? 

Mr. Morrill. The price was about $1.48— did not I say that? 

Mr. Tincheb. Yes, sir. 

Mr. Morrill. And to-day July wheat is 

The Chairman. It went down about 32 cents, I believe. 

Mr. Morrill. May closed about $1.16 or $1.17, and July wheat on yesterday 
was $1.12. 

Mr. TiNCHER. May wheat dropped from $1,48 to $1.16. 
» The Chairman. Is that right, Mr. Morrill? 

Mr. MoBBnx. Yes, sir. 

Mr. KiNCHELOE. Let us now proceed with the bill. But before yon read tlie 
next section is any part of section 4 any part of the original bill or any part 
of the packer and stockyards bill? 

Mr. MoRBiix. No, sir. 

Mr. KiNCHELOE. It is a new section? 
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Mr. Morrill. Section 4, beginning: on pajre 4, at line 19, recites- 



Tlie Chairman (interposing). Do you think the record substantiates the 
statements made in this bill? ^ 

Mr. Morbill. I thinlj so. 

The Chairman. Do you thinlt tliis committee has made a strong enough case 
to support the declaration in the bill? 

Mr. Morrill. Of course, I have not gone over the record made before your 
committee, not in detail at least, but it seems to me from what I have heard 
about that record, and judging by the character of the gentlemen who have 
appeared before the committee, their reliability as speakers for the exchanges 
and against the exchanges and for the cash-grain trade, and so on, that the 
record does not support the finding. • 

The Chairman. It might be well to have the Federal Trade Commission testify 
before the committee. 

Mr. TiNCHER. We can come to that later on. 

The Chairman. It is up to the committee to make out a case. I do not think 
a mere declaration of the Congress is sufficient. 

Mr. TiNcHER. I will say that I can take the hearings on the grain futures 
act and confine myself entirely to the statements of representatives of the grain 
exchanges, and they will substantiate this recital here. I say ever word of it is 
substantiated by the officers and men prominent in the grain trade. 

The Chairman. If it is already in the record, it is not necessary to add to it, 
but I asked that question in order that we might have Mr. Morrill's opinion. 

Mr. Morrill. Your committee has on file the report of the Federal Trade Com- 
mission on wheat prices for the 1920 crop, published December 13, 1920. I will 
merely call attention to one paragraph ; there is a great deal in this report, 
but I do not want to burden you with reading so much of it, so I will read 
from page 57: ' 

"Fluctuations in prices and in the spread between cash and future prices 
are just as unsatisfactory to one class of hedgers as to another. Such fluctua- 
tions mean an imperfect working of the he<lge an^ are occasion for the taking 
of larger margins by millers as well as by others who have occasion to use the 
futures market for hedging purposes. On the whole, however, so far as millers 
can get flour contracts to hedge, they can make a more satisfactory use of 
futures than elevators in that the tendency of the discount to narrow is in gen- 
eral in their favor instead of against them. It is alleged by some men in the 
grain trade that millers have been a considerable factor this summer in the 
wheat-futures market on the buying side, but the weight of the evidence would 
tend to show that they have been a very nmch less important factor in this 
way than has usually been the case. 

"The typical opinion with regard to the ^present wheat-futures market Is 
that it is not satisfactory for hedging purposes, but is better than nothing at 
all." 

Mr. PuRNELL. After all the responsibility is upon Congress to settle that issue. 

Mr, Morrill. Yes, sir; and I would not want to leave the impresssion at all 
that merely writing in section 3 would in itself close the issue; it must be 
backed by facts. 

Mr. PuRNELL. And, of course, the first responsibility in that matter is upon 
this committee. 

Mr. Morrill. Yes, sir. 

Mr. VoiGT. Court decisions are to the effect that where testimony varies on a 
point of this kind it is for the legislative body to draw the right conclusion. 

Mr. Morbill. Yes, sir. 

Mr. VoiGT. I take it there is ample evidence in the hearings already held to 
justify theee statements. 

Mr. Gernerd. I do not think there is any doubt ab6ut that. 

Mr. MoRRiix, That is a question I think the Supreme Court will consider, as 
to whether in its opinion the Congress had before it sufficient evidence for the 
Congress to proceed upon. 

The Chairman. If you will turn to page 10 of the Supreme Court decision I 
think you will find it is up to the Congress to make good on that declaration, but 
in your opinion the facts have been established in the record. 

Mr. Morbill. It seems to me so. 

Mr. KiNCHELOE. You might as well go ahead with your explanation of the bill. 

Mr. MoBBiLL. Beginning on page 4, line 19, section 4, and coming down through 

page 5 to line 7, is new matter not contained in the future trading act, and is 
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intending to talce the place of the tax imposed by the corre^M>ndiii^ part of .sec- 
tion 4 of tlie future trading act. Section 4 reads : 

** Sec. 4. Tliat it sliall' be unlawful for any person to deliver for transmission 
through the mails or in int^^tate commerce by telegraph, telephone, wireless. 
or other means of communication any offer to make or exeeate. or any confir- 
mation of the execution of, or any quotation or report of the price of, any contract 
of isale of grain for future delivery on or subject to the rules of any board of 
trade in the United States, or for any person to make or execute such con- 
tract of sale, which is or may be used for (a) hedging any transaction in inter- 
state commerce in grain or the products or by-products thereof, or (b) deter- 
mining the price basis of any such transaction in interstate conunerce, or (c) 
delivering grain sold, shipped, or received in interstate commerce for the ful- 
fillment thereof.'' 

Mr. KiNCHELoE. I see you use the words "interstate commerce" right fre- 
quently in there. 

Mr. MoBSiLL. Yes, sir. 

Mr. TiNCH£B. L<et me ask you this question. Heretofore we have dealt in the 
definition '* commerce." Now this takes the place of the taxing feature of the 
other bill, and having defined certain things it is proi^osed to regulate in this 
way rather than in the taxing way? 

Mr. MoBSnx. Tes, sir ; it is a straight out regulation. 

Mr. KiNCHELOE. Are subsections (a) and (b) the same as the old act? 

Mr. MoBBiix. They are practically verbatim. 

Mr. TiNCHEB. The first real difference is in subsection <f ). 

Mr. MoBBiLL. There is some slight change before we come to that. 

Mr. KiNCHELOE. Suppose you go along and call out the differences in the sub- 
sections, where there are any. 

Mr. MoBBiLL. All right. 

Mr. KiNCHELOE. Are there any in section 4, subsection (a)? 

Mr. MoBBiLL. I think there^is no change in subsection (u). But may I sny 
that in going through this we found in the original bill, here a,nd there, little 
oddities of language which did not seem to us it was necessary for us to repeat. 

Mr. KiNCHELOE. Well, this will have oddities again by the time it gets through 
the House and the Senate. I do not know who is responsible for them but we 
will always have little oddities in a bill in its journey through the Congress. 

Mr. MoBBiLL. Perhaps so. 

Mr. KiNCHEix)E. I take it that all members of the committee have the origiuiil 
act, and Mr. Morrill if you will read the new bill we can follow with tht* old 
act and see at a glance just what changes are proposed. 

Mr. MoBBiLL. If you wish me to do that I will be glad to do it. 

Mr. TiNCHEB. I think that is a waste of time. 

Mr. Clabkb. I do not think so. I would like to follow it right along through 
the new bill. 

Mr. Kinchloe. Ih there any difference down to section 5, subsection (f ) ? 

Mr. Morbill. I will go ri«ht along with the bill in the regular way if j'ou wish, 
or I can jump over to it. So far as the subsections (a) and (b) in section 4 
are concerne<l there is no change so far as I recalL 

Mr. Ct.ark. I would rather you would proceed right along in detail. I wai.i 
to make certain that I understand this matter this time. 

Mr. Morbill. Very well. On page 5, line 8, we have: 

" (a) Wliere the seller is at the time of the making of such contract tlit* 
owner of the actual physical property covered thereby, or is the grower there- 
of, or in case either party to the contract is the owner or renter of laiul on 
which the same is to be grown, or is an association of sucli owners, or grower> 
of grain, or of such owners or renters of land. " 

Mr. KiNCHELOE. That is the same verbatim. 

Mr. Morrill. Yes, sir. Now the next section is: 

" (b) Where such contract is made by or through a iueinl)er of a Inmnl 
of trade which has been designated by the Secretary of Agriculture as a * cN>n 
tract market. ' as hereinafter provided, and if such contract is evidencetl bj 
a memorandum in writing which shows the date, the parties to such contraf 
and their addresses, the proi)erty covered and Its price, and the terms of tie- 
livery: Provided, That each board member shall keep such memoranduni fo- 
a period of three .years from the date thereof, or for a longer period if XW 
Secretary of Agriculture shall so direct, which record shall at all times be o|H'ti 
to the inspection of any representative of the Unite<l States Department o( 
Agriculture or the rnit^iMl States Department of Justice. " 
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Mr. KiNCHELOE. That is the same. 

Mr. Morrill. Yes, sir. Now we come to section 5. This carries a . little 
change in phraseologj', and then subsection (a) also carries a change to which 
I will refer : 

" Sec. 5. That the Secretary of Agriculture is hereby authorized and directed 
to designate any board of trade as a * contract market ' when, and only when, 
such board of trade complies with and carries out the following conditions and 
requirements : " 
Mr. PtjRNELL. That is the same in substance. 

Mr. MoBRiLL. Substantially so, yes. Now I will take the next section: 
" (a) When located at a terminal market where cash grain of the kind speci- 
fied in the contracts of sale of grain for future delivery to be executed on such 
lioard is sold in sufficient volumes and under such conditions as fairly Xq reflect 
the general value of tlie grain and the differences in value between the varions 
grades of such grain, and where there is available to such board of trade offi- 
cial weighing and inspection service approved by the Secretary of Agriculture 
for tlie purjwse. " 
Mr. KiNCHELOE. There are two differences there. 

Mr. PuBNELL. It requires the approval of the Secreatry of Agriculture. 
Mr. Morrill. The only difference that is important to consider, I think, is 
the last one. May I say that when you get into administrative work, trying 
to carry out one of these laws, people come with all sorts of arguments to 
you about the language, and there was one small point in this tJiat I think 
we have to overcome. There is nothing in that change in reference to approval 
by tlie Secretary of Agriculture that is designed tx) get at anything in Chicago 
or Minneapolis or these larger markets where there is an established Inspection 
and weighing service that we know is satisfactory to tJie grain trade. But 
there were certain small markets that applied to us for designation where 
there was no such official weighing and inspection service. 

I will give you an illustration: A small southern market, in one of the 
Southeastern States, applied to us for designation as a contract market. As a 
matter of fact, I did not state to them anything that I thought about their 
inspection and weighing. The way the matter was disposed of was by calling 
attention to the fact that they did not deal in futures as covered by this bill ; 
but, as a matter of fact, if they had dealt in futures we would have been com- 
j)elled to tell them they did not have a weighing and inspection service that 
would be satisfactory, because they did not have anything of that kind. It is 
a market that handles a total of about 300 cars of grain in a whole year. . 
Mr. TiNCHER. They just thought they wanted it. 

Mr. Morrill. As a matter of fact, what they were seeking was advertising. 
They wanted action by the Secretary of Agriculture for the advertisement- it 
would give their particular community. Now, that is the reason for this 
I^articular change in language. It has been suggested to me that we were 
possibly trying to lay the basis for disturbing some established official weigh- 
ing and inspection service in one of the big markets. That was not in our 
minds at all. 

Mr. Stbenerson. Would not this confer upon the Secretary of Agriculture 
authority to substitute a Federal means for State weighing in Minneapolis 
now? 
Mr. Morrill. No ; it does not involve that possibility at all. 
Mr. Jones. Let us go ahead .with a discussion of this bill. 
Mr. Steenebson. You have not substituted Federal inspection and weighing 
of stock, have you? 
Mr. MoBRiLL. No, sir. 
Mr. Tincher. Your own courts did that. 

Mr. Steenerson. But if we had not had an act of Congress it could not have 
been done. As I understand it, the weighing in the . stockyards is under the 
authority of the Federal Govenunent now? 

Mr. Morrill. Not unless it has hapened within the last 24 hours, because I 
have not been advised of it. We have a representative of the packers and 
stockyards section of the Department of Agriculture at South St. Paul now, 
Mr. Gore, who is conferring with the parties there as to Federal weighing, but 
Qo decision has been reached. This law does not carry any authority to the 
Secretary of Agriculture to do otherwise thJin determine whether he approves 
)r disapproves this particular weighing service. 
Mr. Steenebson. That is what I wanted to know. 
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Mr. Claskb. Whether those 11 men up there have jobs under the- Federal or 
the State Gtovarnment ; that Is it, I take it. 

Mr. McLaughlin of Michigan. This bill does not provide that the Secretary 
of Agriculture shall control weighing and inspection. 

Mr. WnxiAics. Let us proceed. 

Mr. MoBBiLL. We will next take up subdivision (b), beginning on line 17, 
page 6 of the bill : 

"(b) When the governing board thereof provides for the making and filing 
by the board or any member thereof, as the Secretary of Agriculture may di- 
rect, of reports in accordance with the rules and regulations, and in such man- 
ner and form and at such times as may be prescribed by the Secretary of 
Agriculture, sho^-ing the details and terms of all transactions entered into by 
the board, or the members thereof, either in cash transactions consummated 
at, on, or in a board of trade, or transactions for future delivery, and when 
such governing board provides, in accordance with such rules and regulations, 
for the keeping of a record by the board or the members of the board of 
trade, as the Secretary of Agriculture may direct^ showing the details and 
terms of all cash and future transactions entered into by them, consummated 
at, on, or in a board of trade, such record to be in permanent form, showing 
the parties to all such transactions.** 

And here are the words inserted, " including the persons for whom mado '* 

Mr. Olabke. What is the new part there? 

Mr. MoBBiLL. That is the new part, these words only, " including the persons 
for whom made." 

And then it goes on : 

"Any assignments or transfers thereof, with the parties thereto, and the 
manner in which said transactions are fulfilled, discharged, or terminated. 
Such record shall be required to be kept for a period of three years from the 
date thereof, or for a longer period if the Secretary of Agriculture shall so 
direct, and shall at all times be open to the inspection of any representative 
of the United States Department of Agriculture or United States Department 
of Justice.** 

Now, as a matter of fact, under the future trading act we felt we did have 
authority to get that" information as to the parties for whom made, but some 
people seemed to be doubtful, and it seemed to us in rewriting this language 
that we should insert it so as to make it clear. 

Mr. Olabke. Do you mean that is in the decision? 

Mr. MoBBiLL. No; I mean in the matter of interpreting the statute, with 
reference to its constitutionality. 

The Ohaibman. You may proceed. 

Mr. MoBBiLL. We will now take up subsection (c) : 

"(c) When the governing board thereof provides for the prevention of dis- 
semination through the mails or in interstate commerce by telegraph, tele- 
phone, wireless, or other means^ of communication, by the board or any member 
thereof, of false, misleading, or inaccurate reports concerning crop or naarket 
Information or conditions that affect or tend to affect the price of grain in 
interstate commerce." 

Mr. KiNCHELOE. There is some new matter there. 

Mr. MoBBiLL. We have made such changes there as were necessary to make 
a direct connection with interstate commerce. • 

Mr. McLaughlin of Michigan. Does that include local telephone information 
or communication? 

Mr. MoBBiLL. No; I think not. I do not think that would include lot'al 
telephone communications. 

Mr. Jones. It would include the local mails, however, 

Mr. MoBBiLL. Yes, sir. But I want to say this, that possibly under tb^ 
theory of the bill it is not necessary to make any such limitations as bave 
been made here, for when you get to such cases you have probably all tbe 
8Ui>erylBlon you need anyhow. 

Mr. TiNCHEB. I do not suppose there will be any quarrel with the exchange^ 
about that. They are willing to put into effect any rules and regulations neces- 
sary to stop false market reports. 

Mr. MoBBZLL. Yes ; I may say that boards of trade have shown without ex- 
c^tiODt through their official bodies, every evidence of a desire to cooperate 
wUh the Department of Agriculture and to do everything they can reasonable 
do to carry out the purposes of Congreaa under the future trading act. Wc 
haye had no difficulty from the boards of trade on that score. 
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Mr. TiNcHEB. That is an evil they all WRnted to get rid of; rliut ia, tlw 
sending out of false market reports. I have never heard anyone defend any 
person who would do such a thing; I have never witnessed or heard of anything 
that tended to show anyone wanted to uphold anything of that kind. 

Ml-. Clarke. There Is u wld*' larlel.v of opiuiiin as to whnt the ninriiet will be 
for whenl, corn or any i)tber unrlcultural prwluct; of courne. men will differ an 
t>i what the market lii the fiitiirc will be tor such thiriKs. 

The (.'BAiRiitAN. Mr. 3IorrUl. you may proc«eil. 

Mr. MOBBiLL. The nest sulwei'tiou is ; 

■■(rfl When the g»vernlns board thereof provides for the pre\-ention of 
manipulation (if pilces or the eorneriiig of any grain b.v the dealers or o|ierator.-i 
Upon BDch hoard." 

Mr. KmouKLOiiL That is the same. 

Mr. MoRBiij.. Yes, sir. The nest section Is: 

"(el When ttie Koveriilng hoard thereof udmitK to membership in iini! nil 
privileges on such hoard of trade, under snfh terms and conditions us ma> be 
Imposed lawfully on other nieiiiliers of such board " — 

There is a change for the puri«>se of expressing the thing about wlileU thei-e 
has been sonie question — 

" any duly authorlKed repreaeutative of any lawfully forniwl and conducted 
cooperative asuociatlon of producers having adequate financial reaponalbillty 
which in engaged in caslt gi'aiu business in interstate commerce: I'mvided, 
That no rule of a contract market against rebating couimisHionH shall apply 
to tlie distribution of exeesK earnings among llie bona flde members of any sticli 
(HKiiienitive HSsociatiim." 

Now. the question has been raised und will be raiweil as to whether that sub- 
division (el as a part of a new reiniiatory law under the InterBtate-conimerce 
power Is i-easnuablj- reiated to the object to be accompllaUed, whether it is 
net-vsaary to provide for the aduilsaion of cooperative assoctatinns to member- 
ship In the aetiimiilishment of the eenerni purpose of the bill. 

Mr. TiNCHFK. I am willing to admit that if is if Brollier Steenerson will 
adinil it. Whnt do vou attV about that, Mr. Steenerson? 

Mr. STKFKE1180N. Well, we will see. 

Mr. CL.AOUE. Let us not get Into any outside argnmeut. 

Mr. McLauohun of Michigan. I have not followeii the old act as you liave 
read it. What was the change there? 

Mr. MnauiLL. The chaiige begau on line fi. the lust word, and runs Into lines 
6 and 7, belne: 

"t'nder such terms and coudltlons as may be imposed lawfully on other 
members of such board." 

Mr. McLaughlin of Michigan. What law relates to it now"; 

Sir, MoRBiLL. I did not catch your question. Mr. Congressman? 

Mr. McLaughlin of Michigan. Speaking iif the word " lawfully." what does It 
rtfer to? 

Mr. Moniui.1.. Su<'h matters as discipline and payment of assessments. 

Mr. Stkenebsom. And aj'bltratlon. 

Mr. MoRttiti., Yes ; iirbitrations and things of that kind. 

Mr. McLAfoHi.i N of Micliigim. The idea was to provide tliat these cooperative 
uHRocIutlons i-ould not Iw excludeil aim|»ly because tbey were cooperative asso- 
cititiiins or because there was a reliate allowed, simietimes called splitting 
ctimm fusions, to members of the associations. I have always felt that these 
incal asiiocialions onidit to be [>ermltted to come in, and permitted to come In 
nnly in case tliey do us everybody else does and play the game fair. There 
ought to be some control over them. Tliey imght not to be exempted from any 
Iimvlston In any act of Pongreas: if there Is anything improper or unreason- 
able about them or tbey do not pla.v the game fair, of course they ought not 
to come in. 

Mr. MoRBiT.i.. That Is the purpose of changing the language there, to make it 
clear that they are not exempt from other requirements or control of an ex- 
change, except in reference to the payment of patronage dividends. 

Mr. Jones. That is, they arc to be subjected to all of the regulations of a 
board of trade except as to distribution of dividends? 

Mr. MoaKiw.. Yes, sir. 

&(r. Jones. Do you think it would be possible under that condition for a board 
to pnt In effect some other requirements that would exclude them by vlrttie of 
the character of their organisation? 
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Mr. Mgbsill. If a board of trade should establish a rule which was not applica- 
ble to all other members alike and which had the effect of excluding them with- 
out any apparent justification, it seems to me it might be held that they were 
not carrying but the law* 

Mr. KiNCHELOE. You expect them to be held to all portions of the law except 
that they will be permitted to pay patronage dividends? 

Mr. MoBBiLL. Yes, sir. 

Mr. McLaughlin of Michigan. I was wondering if that term " lawfully *' were 
up to some court to determine the reasonableness of a regulation, or an attempt 
to exclude some association, what would be the effect of the ruling thereon. 

Mr. MoBMLL. I will give you an Illustration of the kind of question that was 
raised In the hearing at Chicago preceding the designation of the boards of trade 
as contract markets. At that time Mr. Clifford Thome appeared representing, 
if I remember correctly, the American Farm Bureau Federation, and asked cer- 
tain questions of representatives of the exchanges. Among them he raised the 
question whether the board, through the fact that it made certain requirements 
as to admission to membership, such as the necessity for having two sponsors 
for an application, might keep a cooperative association out on the ground that 
it could not get the two sponsors required. Mr. Griffin, who was then president 
of the exchange, answered by saying that he would personally be one sponsor 
for any association coming within the provisions of this law, and he would 
guarantee to get another. Mr. Thome was not entirely satisfied with that 
promise, and feared that without regard to anything Mr. Griffin might state it 
still might happen. 

It was our feeling if the only thing that stood in the way of a cooperative asso- 
ciation getting inembership was the absence of two sponsors, and it could not be 
shown as a matter of fact that it was not financially responsible or a nonlaw- 
abiding organization, that it had not met the requirements in other rejects 
made of other members of the exchange; then it could not be satd it had not 
complied with the requirements of the law. 

The Chairman. What about efforts to determine the legalitj' of any and all 
questions that may arise? 

Mr. Morrill. It is possible that that may be used as an argument in seeking 
to enjoin the enforcement of this law, the same as was done in seeking to 
enjoy the enforcement of the future trading act. Mr. Hill and others with him 
based a part of their argument on the provision admitting cooperative associa- 
tions to membership. 

The Chairman. In that way there might be no end to the litigation, all sorts 
of questions being raised. 

Mr. TiNCHER. What the chairman means is that every time a cooperative 
association 

The Chairman (interi)osing). Every time a question is raised it would have 
to be determined by a court. 

Mr. Tincher. I do not know how you could avoid that sort of thing. 

Mr. McLaughlin of Michigan. Wasn't there something in the old act requir- 
ing the Secretary of Agriculture to pass upon the reasonableness of regulations? 

Mr. Morrill. This is the same as that in that respect. These are the condi- 
tions under which a contract market may obtain its designation and retain that 
designation, and the Secretary' of Agriculture is authorized to determine 
whether those conditions have been met. And there is a procedure prescribed 
here, just as there was in the old bill, for taking up the question at any time 
it appears they are not continuing to comply with the conditions set out. 

Mr, Jones. Are those terms and conditions to be prescribed by the Secretarj- 
of Agriculture or by the board, or both? 

Mr. Morrill. By a governing board. It starts out by saying, ^ by the govern- 
ing board." 

Mr. Jones. The point I suggested awhile ago was, would it be possible for 
one of these boards of trade to figure out some condition other than distribution 
of excess profits that would enable them to exclude a cooperative association? 

Mr. Tincher. The Secretary of Agriculture would not allow them to do that. 

Mr. Morrill. I think it would be a questtion of fact in each case whether it 
was a reasonable or unreasonable requirement. 

Mr. KiNCHELOE. They could have done that under the original act. 

Mr. Jones. Does this bill enable the Secretary to say that? 

Mr. Morrill. It enables him to say : You are not meeting the conditions, an«t 
therefore your designation as a contract market will be taken away from you. 

The Chairman. Do not you think the Secretary should be given power t*'* 
determine the question, subject to court review? 
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Mr. MoBBiix. It is determined by the Secretary and by the commission. 

The Chaikman. How is it in the first instance? 

Mr. Morrill. It is determined in the first instance by the Secretary and by 
the commission, and it is subject to review by the courts. 

Mr. KiNCHELOE. It was the same in the original act? 

Mr. Morrill. Yes. 

Mr. McLaughlin of Michigan. My recollection is that it was taken up in 
the House and that some one offered an amendment. 

Mr. Gernebd. You offered an amendment. 

Mr. McLaughlin of Michigan. I had something to do with it but do not 
know who framed the amendment. 

Mr. Morrill. There was something in the way of an amendment in the 
House that had that in view. 

Mr. McLaughlin of Michigan. To put up to the Secretary of Agriculture 
to determine whether these regulations as to admission to membership were 
reasonable. 

Mr. Morrill. I think that would follow anyhow, because these are condi- 
tions of designation. 

Mr. McLaughlin of Michigan. Of course, he makes the su^estion of regu- 
lation, and perhaps may actually make the regulatic«i in the first instance, 
but this would be some authority to pass on it. ' 

Mr. Gernerd. Would it be possible to clarify this very section by inserting 
that the Secretary of Agriculture shall pass on it? 

Mr. Clague. That is already in it. 

Mr. McLaughlin of Michigan. I do not know what that word ''lawfully*' 
means because there is no other law relating to it. It may be that a board 
of trade can make any kind of regulation that is not forbidden by law and it 
will be lawful. 

Mr. Kincheloe. It is that word ** lawfully " that I wondered about. Does 
it mean anything anyhow? 

Mr. Morrill. Suppose you read it with the word " lawfully " left out. 

Mr. Steenerson. You might say " reasonably " imposed. 

Mr. Morrill. It seems to me you have some qualifying clause. 

Mr. McLaughlin of Michigan. I do not see why you should say "other 
members of the board " because any other member seeks admission under the 
same circumstances. 

Mr. Morrill. They do it under the same circumstances except as to patron- 
age dividends. 

Mr. KincheloEw I understand that the same rules as to admission apply to 
all, except as to distribution of dividends* 

Mr. Morrill. That is all. 

Mr. Kincheloe. I d6 not see where the word " lawfully " really has any- 
thing to do with it at all. I think it is all right without that word. Strike 
it out and say ** as may be imposed by the board." 

Mr. McLaughlin of Michigan. I have no objection to a court reviewing it. 
I think a man should have his day in court on about everything. 

Mr. Kincheloe. So do I. 

Mr. McLaughlin of Michigan. But I do not know what the word '* law- 
fully " here means. 

Mr. Morrill. I make no particulat* point about that word, or even about the 
whole clause. 

Mr. Clarke. Do you think It is necessary to put this in? 

Mr. Morrill. Yes, sir. The object to be accomplished was the thing I had 
In mind, to place them all on a parity with other members of the board in all 
respects, so that the only distinction that could be made between them and 
others is the question involved in the payment of patronage dividends. There 
are other things that a board undertakes to regulate with respect to its 
members, that are not in any way covered by this bill, but presumably are 
covered either by statute or the common law in the States where they operate. 

Mr. Kincheloe. Do you really think that the word " lawfully " has any sig- 
nificance there; I mean answering the question as a lawyer? 

Mr. MoRRtLL. I think it is significant I think it would enable us to deal 
a little more satisfactory with arguments that might come up as to regula- 
tion, as to conditions that might be Imposed, as was suggested from the other 
side of the table awhile ago, with the object in view of excluding a cooperative 
association without making it appear that way. 
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Mr. TiNCHEH, There are some States tZiat have legislation on tlie question of 
cooperative associations. ^ 

Mr. MoBRiLL. Yes; I think Missouri and Minnesota have legislated on that 
matter. 

Mr. KiNCHELOE. Let us take up section 8. 

The Chaibman. It is now mandatory on the Secretary to admit these boards 
of trade if they are good. 

Mr. MoBBiLL. It is absolutely mandatory on him. 

Mr. Clarke. There is no discretion left to him? 

The Chairman. Where in this bill does it provide that the Secretary may 
determine the question of lawfulness? 

Mr. Morrill. That is, as to whether they have made proper terms and condi- 
tions. 

Mr. Tincher. It is just like ine old bill in that respect. 

The Chairman. Where do you give the Secretary of Agriculture power to 
determine the question of lawfulness? 

Mr. Morrill. In section 2 it is provided that any board of trade desiring to 
be designated a contract market shall make application to the Secretary of 
Agriculture for such designation and accompany same with a showing that 
it complied with the above conditions and with a sufficient assurance that it 
will continue to comply with the above conditions. 

The Chairman. That is a promise to be good, but suppose they are not good? 

Mr. Morrill. Following that up, on page 9, beginning line 12: 

"(a) A commission composed of the Secretary of Agriculture, the Secretary 
of Commerce, and the Attorney General Is authorized to suspend for a period 
not to exceed six months or to revoke the designation of any board of trade as 
a * contract market ' uix>n a showing that such board of trade has failed or is 
failing to comply with any of the above requirements or is not enforcing 
its rules of government made a condition of its designation as ?et forth in 
section 5." 

The Chairman. That is as the commission may determine. But where do 
they determine the question of lawfulness? Does not that have to be deter- 
mined by a court? 

Mr. Morrill. The question of lawfulness is one of the things embraced in the 
terms and conditions set out in section 5. 

The Chairman. Who determines whether it is lawful or not? 

Mr. Morrill. Necessarily, in order to determine whether they are entitled to 
designation as a contract market or not, the Secretary of Agriculture and the 
board would have to consider whether they had imposed lawful conditions. 

The Chairman. Would that be set out in the application, or provided in 
detail In their rules and regulations? 

Mr. Morrill. They have to set out in their application facts that are necessary 
to show that they come within this law, and to furnish with their application 
all their ^rules and regulations, their forms of contract, and the like, to enable 
the Secre'tary to determine whether they meet the conditions. 

Mr. Tincher. There is some objection to subsection (f). I wish you would 
get to that. 

Mr. Morrill. Subdivision (f), page 8, beginning line 15, Is entirely new. It is 
not embraced in the future trading act. 

"(f) When the governing board thereof provides for making such changes 
from time to time in the terms and conditions of the forms of contracts of sale 
to be executed on or subject to the rules of such board as may be necessary to 
remove or overcome any material prejudice or disadvantage to sellers or buyers 
thereof found by the Secretary of Agriculture after Investigation and public 
liearlng and communicated by him to such board, which substantially afiTects 
the price or prices of such contracts so as to render them hazardous or uiirc^ 
liable as hedges or price bases for transactions in Interstate commerce in cash 
grain or the products or by-products thereof. 
Mr. KiNCHELOE. What does that mean? 

Mr. Morrill. That language is designed to cover questions wh'ch arise from 
time to time In the cash-grain trade and on the futures markets as to terms of 
contracts In their application to sellers and buyers. Such, for example, as the 
matter of fixed or arbitrary discounts between the griides deliverable on a con- 
tract as distinguished from commercial discounts ; such as the question whether 
the grades deliverable on a contract are such as to afTord opportunity for dc^ 
pressing the market or getting It out of line with true commercial conditions : 
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or the question that has arisen from time to time as to the capacity of storage 
in the market available for deliverj^ of j?rain on contracts. 

I use these as illustrations because these are the thing that come up quite 
generally for discussion in the cash-grain trade and are embraced In letters 
to the Secretary of Agriculture from time to time making complaints about 
future exchanges. And an analysis of these conditions will show that they 
do affect the price of a contract. It is necessarily the case that any substan- 
tial condition in a contract affects its value to the seller and the buyer. 

Mr. Clabke, Mr. Chairman, we can not possibly finish this hearing to-day. 
Let us adjourn. I want to get over on tlie floor, and still I want to be here wjien 
this hearing is going on. 

The Chaieman. This is all new matter. 

Mr. MoBBiLL. Subdivision (f) is enirely a new matter. 

Mr. KiNCHELOE. It is not even subdivision (b) of section 6. 

Mr. MoBBiLL. No, sir ; it is not the same as any provision in the old bill. 

Mr. TiNCHEB. Is there any substantial difference besides In this subsec- 
tion (f)? 

Mr. MoBBnx. There is no substantial difference after subsection (f) except 
section 7 of the old bill is eliminated because it only relates to the taxing pro- 
vision of the old bill, and section 9 of the new bill is changed in the penalty 
clause merely to correspond with the change of provisions from a taxing measure 
to an interstate commerce measure. 

Mr. Clabke. I would like to go into all these in detail and we can not do It 
now. 

Mr. TiNCHEB. Let us find out how much time is desired by the gentlemen rep- 
resenting the exchanges. Can Mr. Wells tell us? 

Mr. Wells. I will say a very short time. Is it my understanding that you 
do not care to hear anything at all except on the new features of this proposed 
legislation? 

Mr. TiNCHEB. That is all. I now make a motion that we hear the other side 
to-morrow morning. 

Mr. Rainey. I do not think we ought to limit the other side to to-morrow 
morning's session. If they make an effort to get through as quickly as they 
€an I do not think we ought to limit them. 

Mr. TiNCHER. Well, as a matter of courtesy to these gentlemen who have come 
from a distance I am proposing that we give them to-morrow morning, and if it 
should turn out that they can not possibly get through to-morrow we can decide 
that then. 

(The motion was duly seconded and unanimously adopted.) 

The Chaibman. The committee will now stand adjourned until to-morrow 
morning at 10 o'clock. 

(Whereupon, at 12 o'clock and 5 minutes p. m. the committee adjourned until 
to-morrow, Thursday, June 8, 1922, at 10 o'clock a. m.) 



Committee on Agbicultube, 

House of Repbesentatives, 

Thursday, June 8, ld22. 

The committee met at 10 o'clock a. m., Hon. Gilbert N. Haugen (chairman) 
presiding. 

There were present: Mr. Haugen, Mr. Purnell, Mr. Volgt, Mr. McLaughlin 
of Nebraska, Mr. Riddlck, Mr. Tlncher, Mr. Williams, Mr. Hays, Mr. Thompson, 
Mr. Gernerd, Mr. Clague, Mr. Clarke, Mr. Rainey, Mr. Aswell, Mr. Klncheloe, 
Mr. Jones. 

STATEMENT OF HON. WALTER H. NEWTON, A BEPBESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA. 

Mr. Newton. Mr. Chairman, as I have to leave for another committee meet- 
ing, I would like to make a brief statement In connection with the pending 
measure. 

On page 6 there Is a change In the present bill as compared with the pro- 
visions In the present law, which, In the judgment of the officials of the State 
of Minnesota, would seriously interfere with the present method of grain weigh- 
ing and their own service. I refer specifically to the provision with reference 
to contract markets and the provision where the Secretary of Agriculture Is 
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given in effect veto power over the action of a State agency. Various pro- 
tests have come to me from the office of the governor and from the railroad 
and warehouse commission protesting against subjecting the State service, 
about which there has been no complaint, so far as I know, to the veto power 
of a Cabinet officer. 

Mr. KincheijOe. Was not that in the original act? 

Mr. Newton. No ; it was not in the original act. 

Mr. KiNCHELOE. What section is that? 

Mr. Olaoue. Section 5a. 

Mr. Newton. Commencing on line 13 of page 6 the change is '* and where 
there is available to such board of trade official weighing and inspection service 
approved by the Secretary of Agriculture for the purpose." So that on a 
contract market, if the Secretary of Agriculture does not care to approve the 
inspection service of the State of Minnesota he withholds his approval, no 
matter what kind of system we may have. Now, we have the utmost confi- 
dence in the present Secretary of Agriculture, but as a matter of principle 
we do not feel that a State service of this kind, operating under a State law, 
ought to be. subjected to the veto power or the approval of the Secretary of 
Agriculture. 

Mr. KiNCHELOE. Did he recognize your State in the original act? 

Mr. Newton. Oh, yes ; there was no trouble at all, but it merely sets a 
precedent here which it seems to us is a very bad precedent both as it affects 
this particular business, for one thing, and very bad as a principle of constitu- 
tional law. 

Mr. Jones. Have you talked that particular phase over with any of the 
officials of the department? 

Mr. Newton. I have not ; no. 

Mr. Jones. You do not know what their attitude is with reference to that 
change? 

Mr. Nkwton. I do not know, because I would prefer talking it over with the 
members of the committee. 

Mr. Claque. Mr. Morrill said yesterday that they really did not intend to 
make any change. That was the statement he made to Mr. Steenerson, but we 
prefer to have it as it is in the old law. 

Mr. Newton. I know they have never had any expressed or announced inten- 
tion of making any change, but this would establish a precedent which would 
permit it, and if there should be a change in the office of the Secretary of Agri- 
culture he might think differently from the present Secretary of Agriculture. 

Mr. Jones. Do you think there is any great amoimt of difference in the 
language. 

Mr. Newton. Yes ; very much so, because in the proposed bill it is all up to 
whether or not the service is approved by the Secretary of Agriculture. 

Mr. Jones. In the original act the language is, " and having recognized offi- 
cial weighing and inspection sen-ice." 

Mr. Newton. But the question of recognition there is a question of fact that 
is not necessarily to be left arbitrarily to the Secretary of Agriculture. 

Mr. Jones. Would not the Secretary- of Agriculture under the original act 
pass on the question? Would he not be the cme to pass on the question of hav- 
ing a recognized official weighing and inspection service? 

Mr. Newton. But not arbitrarily, as he would have the power under the bill 
as it is written here. Under this language it is made subject to his express 
approval, and he can approve or disapprove as he sees fit. 

Mr. Jones. Under the original act could he not say that it was not a recog- 
nized official weighing and insi)ection service? 

Mr. Newton. But the word " recognize<l " is not whether he would recognize 
it, but whether, as a matter of fact, by custom, by practice of shippers and of 
buyers that is a recognized market. 

The (^HAIBMAN. Would you prefer tlie language in the cotton futures act? 

Mr. Claque. No ; we want the language in the old grain future act, which is 
on page 2, the last words in section 5a. ** and having re(*ognized official weighing 
and inspection service." 

The Chairman. I take it that all of us are in favor of the official grades and 
standards. 

Mr. Claoue. This does not refer to the grades. 

Mr. KiNCHKLOE. Is not that the language that Mr. Morrill referreil to In 
connection with some southern concern that wante<l it, and wanted it in order 
to get some advertising out of it? 
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Mr. Claque. I do not recall. 

The Chairman. Let me call your attention to the language of the cotton 
futures act ; the same object is sought to be accomplished in this act : 

" Second. Specify the basis grade for the cotton involved in the contract, 
which shall be one of the grades for which standards are established l>y the 
Secretary of Agriculture." 

The Secretary establishes the standards. There must be some way of ascer- 
taining the value and quality of the product described in the contract. What 
standard do you want ; the Minnesota standard or the oflScial standard ? 

Mr. Newton, The point here, as I see it, is that under the existing law there 
has been no complaint, and there has been no announced reason for a change, 
and here, without any apparent reason for a cliange, comes a proposed bill, which 
subjects the whole matter to the absolute approval or disapproval, with reason 
or without reason, of the Secretary of Agriculture. Now, if there is a reason 
for that change, we ought to have it. 

The Chairman. There certainly should be no question as to the standards 
and the grades to l)e applied. There has to be some standard. Shall it be the 
Minnesota standard, the Federal standard, or the Kansas standard, or what? 

Mr. TiNCHER. Mr. Newton, you are going to be here right along? 

Mr. Newton. Yes ; but as I announced at the start, I must now go to another 
committee meeting, and I wante<l to present the protest of the members of the 
Railroad and Warehouse Commission of Minnesota and also the protest from the 
governor's office. 

Mr. Kincheloe. ;My recollection is that Mr. Morrill covered that point very 
fully yesterday. 

Mr. Newton. Unfortunately I had to leave before Mr. Morrill concluded and 
I did not hear his complete statement, but I intended to read it when it wa» 
l)riiited. 

Mr. Kincheloe. I do not remember his exact language, but I think he covered 
that point. 

Mr. Clarke. H's statement with regard to that paragraph was that there were 
two slight changes in it. 

Mr. KiNCHEi^)E. And he gave the reasons for this change when he cited the 
case of this southern concern. 

Mr. Clarke. Yes; with reference to the publicity and the advertising value 
connected with it. 

Mr. Wells. Mr. Chairman, as you gentlemen know, it has only been within a 
few days that this bill has been available to the grain trade of the country ; in 
fact, the latter part of last week before we saw a copy of the bill. We have 
taken you at your word, as we understood your wishes, and we have not seen 
fit at this time to call any large number of people to testify before you. We 
understood you wished to hear comments on the new features of the bill alone. 
We could have called in a large number of millers and others interested, but we 
thought that the opinion of all could be expressed by a few, thus saving your 
time. Mr. Gates, of Chicago, has been over the bill as carefully as any of us, 
I think, and I would ask that he be heard touching the various new features of 
the bin. 

STATEMENT OF KB. L. F. GATES, KEMBEB OF THE FIBH OF 

LAMSON BROS. & CO., GHICAGK), ILL. 

Mr. Gates. Mr. Chairman, yesterday you discussed with a representative of 
the Department of Agriculture the question as to whether you could legally 
do this thing. You will not expect me to follow that discussion because I have 
neither .the ability nor the disposition to touch upon the legal phases, but I 
would like to discuss with you, briefly, as to whether you should do it even if 
you have the legal right to do it, and what the practical effect of the law 
would be, touching only on the new features of the bill, in the main, but, 
briefly, on some of the matters which were up before the Senate committee but 
which have not been discussed before this committee. 

I am sure no one here will seriously expect us to favor a bill of this charac- 
ter, but I would like to go a little further than that and say that we will not 
approve or favor any bill that carries the degree of control which this bill 
carries. 

This, as I understand it, is not an attempt to. regulate commerce In grain — 
interstate commerce in grain. It is simply an attempt, through the invocation 
of the commerce act, to put future trading, which is a purely intrastate trans- 
action, under the control of the Secretary of Agriculture. 
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The first suggestion I have for you, if you will permit me, is on page 2 of 
the bill, H. R. 11843. You have defined almosft everything except what a coop- 
erative association of producers is. Inasmuch as you have included in this 
bill, section 5, peragraph — certain conditions, and imposed certain conditions in 
regard to the admission to the exchanges of cooperative societies, and inas- 
much as there is a good deal of misunderstanding I think even among the mem- 
bers of this committee from the talks I have had as to what a cooperative 
association of producers is, I think it might be well to define that just as you 
defined a board of trade. 

On page 3, section 3, line 18, for the first time you attempt to clothe future 
trading with a national-public interest; in other words, to make a national 
utility of the future trading on the boards of trade. Now, I believe that is en- 
tirely new. I do not believe you have any national-public utilities, as far as I 
. know, nor do I find any indication that the subject matter of this bill is along 
the line of previous efforts to clothe anything with a public interest; that is, 
there has been a disposition heretofore when anything was clothed with a 
national interest to simply specify that it should give service to all alike. Now, 
there is no claim that the exchanges are not giving service to all alike on equal 
terms. What, then, is the idea — I simply suggest this for consideration by the 
committee — of clothing the future trading on boards of trade with a national 
interest. 

We come next to page 4, and among other statements that are made are 
these: 

" That the transactions on such boards are extremely susceptible to specula- 
tion, manipulation, and control, and sudden or unreasonable fluctuations in the 
prices thereof frequently occur as a result of such speculation," and so on and 
90 on, making such business unsafe and uncertain from time to time. 

Now, if you will go back over the hearings, you will find that grain men from 
all over the country came here to testify that this was an essential part of their 
conducting business safely. There was nothing said about this making it un- 
safe. There was no testimony anywhere in the record to indicate that there 
were frequent atttempts at manipulation. It was specified, when it was men- 
tioned at all, that they were of infrequent occurrence, and that they were very 
difficult to bring about under the conditions under which the market is con- 
trolled. 

In this section, section 3, you seem to state that the whole purpose of the 
bill is to do away with speculation, manipulation and control, and yet when 
you come to your penalty clauses, you do not make such actions criminal at all, 
but you do make it criminal for a man to carelessly allow, through one of his 
employees, an inaccurate report to be mailed out. That is a criminal offense, 
but you do not even make it a criminal offense to manipulate the market. Now, 
there must be some reason for that, which is not found on the service, and that 
reason appears to be this ; That you do not need any new law in order to prose- 
cute a man who attempts to manipulate or corner the market. In the Patten 
case the prosecution was under the antitrust law. You have plenty of power 
to control the matter of manipulation or cornering through the antitrust law. 
You do not need a new law for that, and yet, as stated here, the whole purpose 
of the bill is to do away with manipulation and control. 

Mr. Clarke. Just there, for a moment. I have it still in my mind that in the 
Government's effort to run down these manipulations or corners in these prod- 
ucts, the Government was never able to get hold of the information and record.s 
of the transaction. Has that, in any way, been cured? 

Mr. Gates. That is not true, in the first place. 

Mr. Clarke. Is there now a record that is always available to the Government? 

Mr. Gates. There always has been. 

Mr. Clarke. Of every transjiction? 

Mr. Gates. There always has been. 

Mr. Clarke. I did not realize that. 

Mr. Gates. The Federal Trade Commission and the Bureau of Markets have 
been for five years Jointly investigating the grain trade. They have not been 
denied access to any documents of any kind, so far as I know. 

Mr. Clarke. Are those records with reference to efforts to comer the market 
like In the Patten comer, available? 

Mr. Gates. That would appear from the records of individual houses. The 
board of trade keeps no record of the transactions of the Individual memb^s. 
The entire history of any cases of that kind, so far as that history has been 
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written up by historians of the board, is available to anybody, and the docu- 
mentary evidence in regard to all those things has always been freely at the 
disposal of governmental agencies, even though there is no legal obligation on 
the part of the board members to disclose it, except so far as corporations are 
concerned. 

Mr. Clarke. I am certain, or at least it is my recollection, that in the previous 
hearings we had on this bill one of the difficulties that the Government con- 
tended it had was that they could not get track of many of these transactions 
in one way or another ; that when they tried to run down the details of them 
they could not get the details like they could with reference to transactions, for 
instance, on the stock exchange in New York, where there is always a permanent 
record available, and at the close of business on each day or on the next day 
there is published a detailed record of the transactions that occurred, where 
they originated, and the whole scheme of the thing. 

Mr. Gates. I think that is a mistake. The New York Stock Exchange, as 
I understand, records each separate transaction and the volume of it. The 
individual member of the s'tock exchange keeps the confidential information 
as to who the order came from ; that is, where the order originated is not 
disclosed. 

Mr. Clabke. Under your present practices, could the Government run down 
the origin of every order that goes through your exchange, for instance. 

Mr. Gates. Yes; they have done so in the Federal trade investigation. 

Mr. Clabke. How recently? 

Mr. Gates. Within the past five years? It has never been denied them 
although there is no law to give them that authority. 

Mr. Jones. I understood one of the witnesses to state, I do not know 
whether it was Mr. Griflin or not, that they did not keep the records of the 
individual members who dealt in these transactions. 

Mr. Gates. They do not, and I will come to that when I come to the mat- 
ter of reports. 

Mr. TiNCHER. Mr. Chairman, in order to facilitate matters, I would like 
to make this suggestion, if it is agreeable to the witness, that the witness 
be permitted to finish his statement and each member make notes of such 
questions as he wants to ask, and after the witness has finished, each one of 
us will take turns and ask our questions. 

Mr. Gates. This question was right in point here. Was there any objec- 
tion to that? 

Mr. TiNCHER. I notice that when the witness was before the committee be- 
fore he asked to be allowed to do that. 

Mr. Gates. Yes; I asked that, and it is usually my preference to finish 
my statement and then gladly to submit to any questioning that any member 
may have. 

The Chairman. Then you would prefer to conclude your remarks before 
you are asked questions. 

Mr. Gates. The thing I wish to bring home to you is this: That you are 
not providing any criminal punishment for the thing that is the most serious 
charge ipade in your bill. We do not admit the charge, but we say that if 
you want to stop it you ought to make it at least as serious as it is to 
carelessly send out an inaccurate report. 

There are two courses of action open to the exchanges under the bill as 
drawn. 

Paragraph (a) of section 4, If complied with, will permit the exchanges to 
function in a very limited way and avoid all this interference by the De- 
partment of Agriculture or control by the Department of Agriculture or the 
necessity of taldng out a designation as a contract market, if it is your wish 
that we should limit our activities to paragraph (a) of section 4; but that 
would give you a very unsatisfactory market, and there is no one who would 
suffer &om an inadequate market as much as the producer himself. 

Subsection (b) of section 4, page 5, is the next paragraph I want to refer 
to, and I simply wish to suggest this question to the committee: You make a 
provision there that each board member shall keep such memorandum for a 
period of three years. The legality of the contract under that language would 
depend apparently on keeping the memorandum for a period of three years. 
Now, suppose the transaction is questioned in the meantime, must you wait 
until the end of three years and then find whether the records are still on hand 
to determine whether the transaction, when originally made, was legal? If 
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not, then you might well cut that out. I think the larger part of paragraph (b) 
is a duplication of what comes later. 

Mr. KiNGHELOE. Does it not say in that paragraph, "which record shall at 
all times be open for inspection " ? 

Mr. Gates. Oh, yes, sure; and you make that provision later on, too, so far 
%s the records are concerned. 

Mr. Kincheloe. Then it would not have to be there for three years? 

Mr. Qates. It is provided that each board member shall keep such memoran- 
dum for a period of three years. You say that the law shall not apply where 
such contract is made by or through a member of the board of trade which 
has been designated by the Secretary of Agriculture as a contract market, if 
such contract is evidenced by a memorandum, and so on, provided that each 
member keeps that memorandum for three years. That is made one of the 
provisions for making the contract a legal contract. 

Mr. Ci*ABKE. I do not get that clearly. Just explain that again, please. 

Mr. Gates. You provide that a man shall not be subject to all these penalties 
if the contract is made in a contract market, and 4f such contract is evidenced 
by memorandum In writing showing the date, the parties to the contract, their 
addresses, etc., provided that that record is kept for three years. If you lose 
the memorandum it would apparently make the transaction, when originally 
made, illegal; that is, it takes three years to determine whether or not the 
transaction was legal in the first place. 

Mr. Jones. I think that refers to the authority to operate. They must pro- 
vide for the keeping of these memorandums for three years before the license 
is granted as contract market. 

Mr. Gates. I am just suggesting that to you. 

Now, we come to page 6, paragraph (a), and I, will read that whole section : 

"(a) When located at a terminal market where cash grain of the kind 
specified in the contracts of sale of grain for future delivery to be executed on 
such board " — 

That is new — 
" is sold in sufficient volumes and under such conditions or fairly to reflect the 
general value of the grain and the diflFerences in value between the various 
grades of such grain " — 

Now, this is new — 
** and where there is available to such board of trade official weighing and 
inspection service approved by the Secretary of Agriculture for the purpose." 

Mr. TiNCHER. That is new? 

Mr. Gates. Yes; that is new. 

Now, I think there is a joker in there, if you will permit me, and I think the 
statement made by the representative of the Secretary of Agriculture yesterday 
was just a bit weak on that point. He said that they wanted this authority 
because of the applications to become contract markets made by some little 
markets that did not trade for future delivery at all. Now, you do not need 
this authority for that purpose. If you do not need the power, why ask it? 
If it is not needed in the administration of the bill, why should that have been 
added to this bill ? 

Mr. Kincheloe. Why do you say they do not need it? 

Mr. Gates. Because no market applies except such as trade for future 
delivery. 

Mr. Kincheloe. He said that some of the markets in the Southeastern States 

did apply. 

Mr. Gates. Yes ; but they did not trade for future delivery at all, and conse- 
quently they did not need it because the bill deals only with markets that deal 
in grain for future delivery, and consequently such a market would not need 
the designation of a contract market at all. In other words, this bill is aimed 
only at exchanges where future trading is conducted. It is not aimed at grain 
exchanges in general It does not aim at the control of interstate commerce in 
grain but simply at the control of those exchanges where future trading is eon- 
ducted. Now, you do not need any such thing in the designation of a contract 
market for a market that does not trade for future delivery, do you? 

Mr. Kincheloe. No; that is true. 

Mr. Jones. Do not a good many of these small exchanges trade for future 
delivery? . 

Mr. Gates. No; there are only seven exchanges in the United States that 
trade for future delivery — Kansas City, St. Louis, Minneapolis, Duluth, Milwau- 
kee, Toledo, and Chicago. 
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Mr. Jones. They are the only ones in the country? 

Mr. Gates. They are the only ones in the country ; yes, sir. 

Mr. AswELL. Is this bill confined exclusively to those seven? 

Mr. Gates. Yes ; it does not apply to anybody else. 

Now, there is also this question involved in that subsection: The question 
came up, after the passage of the law, when we were discussing with the De- 
partment of Agriculture, with regard to its enforcement, as to what the word 
" official " meant, and the contention of the d^artment was that " official " 
meant that it must be some governmental weighing and inspection. 

Mr. AswELL. State or Federal. 

Mr. Gates. They did not specify which, but it must be a governmental weigh- 
ing or inspection in order to malse it official. 

Mr. RiDDicK. It could be a city affair, could it not? 

Mr. Gates. The charter of the Chicago Board of Trade gives to the Chicago 
Board of Trade the right to weigh and gauge, and so on. It also gives the right 
to inspect. However, that part has been taken over by the State of Illinois, 
with the exception of the inspection of provisions and flour, which is still the 
only official inspection in Chicago barring the Federal inspecton of meats. 

Through the last 30 years, the Board of Trade of Chicago has conducted a 
weighing department and has built up a weighing department that commands 
respect everywhere. It commands respect on the part of the shipper and re- 
ceiver everywhere. The weights of the Chicago Board of Trade are accepted 
by the railroads as evidence of what a car contained and claims are paid with- 
out question on the basis of those weights, where that is the only thing in 
question. 

We have a pride in that department. We are chartered by the State to do that 
thing and yet the Department of Agriculture at first did not want to consider 
that as official weighing. So that the word " official " i4s material, particularly 
followed by what has been added, because it would give the Secretary of Agri- 
culture the right to say, " Well, I do not like your weighing and you can not 
have anything but Federal weighing." If you got into that position and some 
one wished to add a few hundred retainers to his staff, all he would have to 
do would be to refuse to acknowledge longer the board of trade weighing and 
specify that nothing but Federal weighing would meet his approval. 

Now, you would have the same thing, and this, I think, is part of the joker, 
in regard to Federal inspection, instead of Federal supervision of inspection, 
under the grain grades act. We have Federal supervision now of the State 
inspection, but this would give an opportunity to substitute Federal inspection 
for the State inspection and is an invasion of the rights of the State. 

Mr. Jones. But the individual would not have the right to require that. It 
would simply mean that the Secretary of Agriculture could require a change if 
he thought the thing was not being done fairly. No matter who was doing the 
oflicial weighing, if the Secretary of Agriculture approved it 

Mr. Gates. If the Secretary of Agriculture approved it, yes; but if he did 
not want to approve it, if he wanted to build up his own machine, he could do 
away with the other, could he not? 

Mr. Jones. Yes ; of course. 

Mr. Gates. Now, they have sa!d they do not want to use that power, but 
they want it put in there. If they do not want to use it, why put it in? 

Mr. Jones. Well, it occurs to me that if the Secretary of Agriculture is going 
to try to regulate these .things, he should have the necessary authority, and if 
the weighing or inspection is not being properly done, he should have the power 
to require that it be done properly. 

Mr. Kincheloe. What incentive would the Secretary of Agriculture have to 
take that power away from the State or away from you unless he thought the 
weighing' was not being done correctly? 

Mr. Gates. The incentive to build up a political machne, sir. It would give 
a few hundred additional employees, and more than that, if you made such 
a change in all the markets. 

Mr. Kincheloe. I think you have got to assume that any public offlc'al to 
whom we delegate authority to administer a law is going to be fair about it. 
If you do not assume that, we can not have these laws administered at all. 

Mr. As well. Could he not be fair and still build up his machine? 

Mr. Gates. Sure. 

109705— 22— ser cc 3 
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Mr. kiNCHELCMB. If you gentlemen have been doing this weighing correctly, 
I do not think it would be fair if he should come in arbitrarily and make such 
a change simply for the purpose of building up a machine. 

Mr. Gates. Let me say that all these things have to be administered by subor- 
dinates. The Secretary does not do all these things himself. 

Mr. KiNCHELOE. That is true. 

Mr. Gates. And our experience is that if we get under bureaucratic control 
in any particular there is always a di^osition on the part of the bureaus to 
put their foot in just a little bit further. 

Mr. KiNCHELOE. I think you are right about that. 

Mr. Gates. And then come to you gentlemen and tell you that it is essential 
that this be done and they want an additional appropriation so they can ex- 
tend their activities; is that correct? 

Mr. KiNCHELOE. Yes; I think that is correct. 

Mr. As WELL. Is not that right and proper for the man in authority? 

Mr. Gates. I will not argue that with you, but I bring up the point because 
I believe there is more involved in this new material than appears on the sur- 
face. 

Mr. KiNCHELOE. Let me ask you this question, Mr. Gates: Suppose that is 
left out and the Se*?retary of Agriculture is thoroughly convinced that! you 
gentlemen have ceased to give correct weights, what power would he have in 
that event? 

Mr, Gates. He would have the power to revoke our license as a contract 
market and that would Involve a trial before the three members of the com- 
mission, the Attorney General, the Secretary of Commerce, and the Secretary 
of Agriculture. 

Mr. Jones. Underwhat provision of the bill would he have that authority, if 
you eliminate this language? 

Mr. Gates. He can do almost anything. If you leave that the way it was be- 
fore, it would be exactly the same, so far as that is concerned. 

Mr. KiNCHELOE. I think they could do away with the market as a contract 
market. 

Mr. Clague. And it is admitted that there has been no complaint. Mr. Mor- 
rill admitted that. 

Mr. Gates. Yes. 

We were given to understand that all that was attempted in this bill was to 
reenact the old bill under a different power. 

Now, this is a serious addition to tiie bill and I want to call your attention 
to it. 

Mr. TiNCHER. You are now talking about paragraph (a)? 

Mr. Gates. Section 5, paragraph (a). 

Mr. KiNCHELOE. Are you addressing yourself now to the first paragraph of 
the new material or the last? 

Mr. Gates. Both parts. The first is coupled with paragraph (f), which is 
new material also. 

Mr. RiDDiCK. Your objection to that, as I understand it is that it gives too 
much Federal supervision; is that your only objection? 

Mr. Gates. It gives too much Federal control, not simply supervision. It 
gives an opportunity for complete Federal control. 

Mr. RiDDiCK. On that broad ground, is that your only objection or is there 
some special danger or menace to your institutions that you fear? 

Mr. Gates. I am not convinced that if this were taken advantage of by the 
Secretary of Agriculture, we would have any better inspection or weighing than 
we have now. I do not think it would Improve conditions. 

Mr. KiNCHELOE. I do not exactly get your point of view. You say that if 
this language is put in. It would give absolute authority to the Secretary of 
Agriculture to take this weighing away from your people and put it under \m 
control. 

Mr. Gates. Certainly; all he would have to do would be to say that it was 
not satisfactory to him. 

Mr. KiNCHELOE. Then you further contend that even if this language is out 
of the bill, the Secretary would still have the authoritly to do that. 

Mr. Gates. Oh, no. 

Mr. KiNCHELOE. You said a while ago that they could reyoke your permit as 
a contract market, subject to appeal to the three secretaries, and therefore I 
do not see just what your viewpoint is. If the Secretary of Agriculture, If this 
language remains in the bill, would have the oower to take the weighing away 
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from you and put it absolutely in the hands of the Department of Agriculture, 
and if the language was not in here, he would still have that power under the 
general powers granted to him under the bill, w^hy could he not exercise that 
general power even though this language was stricken out of the bill. 

Mr. Gates. In that case, it would revert to the State. It would not revert to 
the Nation. It would not revert to the Secretary of Agriculture. 

Mr. KiNCHELOE. In what case. 

Mr. Gates. In case he took it away from the board of trade's weighing de- 
partment, the right to weigh would revert to the State, would it not? The 
State has delegated to the board of trade, through its charter, the right to weigh. 

Mr. KiNGHELOE. I do not know^ whether you get may viewpoint or whether I 
understand yours. 

Mr. Gates. I think I do. 

Mr. Kincheloe. If this new paragraph or this new amendment remains in 
the bill, of course, the Secretary would have the right and the power to take 
away the weighing from your people. 

Mr. Gates. Yes. 

Mr. KiNCHBLOE. Now, I understood you to say a while ago that even if that 
language is taken out of the bill, under the general powers granted under the 
bill, he would have that right anyw^ay, subject to appeal to the three secre- 
taries. 

Mr. Gates. I may be wrong about that. Judge 

Mr. KiNCHEix)E. The point I had in mind was that if he still has that power, 
what difference would it make whether this langauge was in or out of the bill. 
.Mr. Jones. I understood him to say that the Secretary would have the right 
to do nway with that market as a contract market. 

Mr. Gates. My understanding is that upon complaint and upon giving notice 
he can take away the designation as a contract market subject to appeal. 

Now, may I call your attention to page 6, paragraph (b). The original biU 
as it passed the Senate did not read as this reads, but this was reinserted by 
the House conferees and passed to include the following: 

"(b) When the governing board thereof provides for the making and filing 
by the board or any member thereof, as the Secretary of Agriculture may di- 
rect, of reports in accordance with the rules and regulations," etc. 

This was explained very carefully to the Senate committee and the Senate 
committee decided that it was fair and the Secretary of Agriculture agreed that 
it was fair, that the board should decide whether the members should make 
those reports or the board itself, and to clear that up, I just want to say this: 
The boards of trade are governed by boards of directors and officers who serve 
without compensation. They are competitors of other members of the associa- 
tion. The members seriously object to disclosing the details pf their own busi- 
ness to their competitors, even though their competitors may at that time be 
officers of the association. 

Mr. KiNCHEr^E. I remember that point very well when it was discussed by 
Mr. Gr'ffln >vhen he was on the stand, and I thought he practically conceded 
that it was cured by the next sentence following, " and in such manner and 
form and at **«uch times as may be prescribed by the Secretary of Agriculture." 

Mr. G^TEs. Yes; but you have added new material here, on page 7, in line 9, 
where von have said, " including the persons for whom made." You have 
included those new words which mean that the names of your customers, which 
are confidential as between principal and agent, would be d'sclosed to your 
competitors who might be officers of the board. 

Mr. Jones. Not necessarily so, at all. They would have to keep a record of 
it, but they would not have to be made know^n to their competitors. The Secre- 
tary of Agriculture could simply see them. 

Mr. Gates. If the Secretary of Agriculture is go^'ng to renuire the board itself 
to report for all the members, how can the board get thar information except 
by getting it from the members? 

Mr. Jones. They could get it from the members, but they would not have to 
furnish information as to any one member. 

Mr. KiNCHELOE. That is, to any other member of the exchange. 
Mr. Tincher. Mr. Gates, we went over this pretty thoroughly before. I do 
not know^ whether you were here or not, but thi^ is the way we figured it out : 
The board can regulate its own members. There is not any question but what 
the board could request them to make certain reports, and they would make 
theio do it because they would have tn comply with the regulat'ons of the 
board in order to remain members of the board, and to avoid the proposition 
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you are talking about, It was conceded that the fairest thing that the Secretary 
of Agriculture could do would be to let the board require the members to make 
their reports sealed, ready to be turned over to the Secretary of Agriculture, 
and, of course, the other members need not know the names ; that Is, the board 
would not need to go into that matter itself. The proposition involved there is 
that the regulation is not worth anything ijnless tftey do know who is making 
these trades. There are men who trade on the Chicago Exchange that are 
so situated that they can buy and sell as much wheat in the course of a day 
as they want to, without any expense at all. They can make their deals them- 
selves in buying and selling. 

Mr. Gates. Mr. Tincher, there was no objection originally to the Government 
having all the details on those transactions but 

Mr. Tincher (interposing). The only thing contemplated by this change is 
to give the Secretary of Agriculture in these reports the name of the man who 
is making the deal instead of leaving that part of it blank. We went over 
that matter pretty carefully, and I think Mr. Griffin finally agreed that if the 
board requested these reports, the board could furnish the reports to the 
Secretary of Agriculture without examining them, because they would be 
sen led up. 

Mr. Gates. If you are going to provide for it in that way, then you ought to 
put it in here that the board is to be simply a forwarding agency. 

Mr. Tincher. That is left to the board itself in the bill as it is now. The 
board can handle that itself, and if it does want to examine the members' re- 
ports it can do it, and if it does not want to examine them they can have them 
furnished sealed up and simply forward them to the Secretary. 

Mr. Gates. But the Secretary of Agriculture has the right to prescribe the 
form. He might say that it was the duty of the board itself to summarize these 
reports and get them in certain form for forwarding to the Department of Ag- 
riculture, because that would save the Department of Agiculture some work. 

Mr. Tincher. That is not the only point. It is not simply to save the Sec- 
retary of Agriculture work, but the board can always get what it wants from 
one of its own members without any particular trouble. 

Mr. Gates. But there was not any complaint fibout that originally, *was there? 

Mr. Tincher. No; the only thing that has been added to the bill are the 
words "including the persons for whom made," and I think that is material, 
if the Secretary takes a notion he wants it. 

Mr. Gates. There is no objection to his having it, but there is objection to 
it if you have it in such language so that the board must furnish the informa- 
tion in whatever form the Secretary of Agriculture may prescribe, which might 
make it necessary for the board officials to know the details of those trans- 
actions. 

Mr. Jones. I think the original bill provided for that. The original bill con- 
tained the language, " showing the parties to all such transactions." If you 
do that, that would include the names of the individuals who took part in the 
transaction. 

Mr. Gates. No, sir. 

Mr. Jones. I do not see how the adding of this clause makes it any stronger 
than the original bill, because under the original bill they were required to 
make reports showing the parties to all such transactions. 

Mr. Gates. All right. Let me say this : That the parties to a contract on the 
board of trade must be members of the board. The parties to one of thes^ 
contracts, we will say, are Hulburd, Warren & Chandler, and Lamson Bros. 
& Co. Now, that does not disclose the origin of that order, does it? 

Mr. Jones. Not necessarily. 

Mr. Gates. So that does add materially to it and makes it more objectionable 
that the detailed information should fall into the hands of competitors. 

Mr. Jones. Well, let us go a little bit further. If the two men you mentione<l 
made a transaction for another party, would not the report to the Secretary, 
under that provision, show all the parties to the transaction? Would he al.*> 
require, under that, a disclosure of for whom the transaction was made? If 
you make it for another party, would not that party really be a party to the 
transaction? 

Mr. Gates. Yes; he is the principal; the other is his agent. The name of 
the agent is given in the transaction. They take the board of trade parties tn 
the contract. 

I think the Secretary ought to have that. I think that if he is going to have 
any report at all he ought to have the names of the persons for whom tb^ 
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tFanaaction is mnde, but I doubt spi-iotisly the wlBdom of ha\-iug rlint done 
througb the board. All the Secretary wants is to get the reports. He lias 
told as GO. and he agreed to a change In the feature of the hill, so that the 
DiemherB might fiimish the reports, but it would be obligatory on the board 
to require its members to furnish the reports just the aame. All the Secretary 
cares about is to get the report But we object to having the details ot our 
business transactions disfclosed to our competitors, who are officers of the 

Mr. Jongs. I can see your distinction all right. 

Mr. Oebnebu. Let me ask you this, Mr. Gates : Is It possible for the Secretory 
to obtain the desired infommtion in the manner you have indicated! 

Mr. Gates, Not now; no. This bill would require the boards to puss a rule 
giving the oftlcera of the board that power. 

Mr. Gebnkhd. All right. Following that up. would it not follow that if the 
Mil does not give him ttiat authority and he Is after certain definite Information 
which would disclose a violation of the law, he could not obtain it' 

Mr. Gates. No; because before yon could become a contrail? market you 
would have to have a rule passed which would require members to submit a 
report to the Secretary of Agriculture direct whenever the Sepretar\ called foi 
such a report. 

Mr. KiNCHBLOB. Your idea Is tliat the member of the board ought tu send it 
in to the Secretary of Agriculture, Instead of the board of trade! 

Mr. Gates. Exactly; and that It ought not to be pjaced in such a position 
that the board members would have either the opportunity or the obligation to 
become familiar with the details of those transactions. 

Mr. Gernekh. Has the Secretary's viewpoint on that conlrover*ial point been 
obtained 1 

Mr. Gates. It was before, yes; and he was entirely satisfied if he got the 
report. He did not cure whetlier the board made It or tlie membei-s The bill 
»s it passed the Senate read that the report should be made by the lioard or anv 
member tliereof, as the governing board should elect. That is eacli board of 
trade should determine whether the members were to send It direct or whether 
the members should have it sent to the secretary of the board and he forward it 

Mr. JoNBB. The original bill provided, " made by the board or anj member 
thereof, as the Secretary of Agriculture may direct." 

Mr. Gates. That is the law. I am talttlng about the hill as it passed the 
Senate. Tt was changed back in conference. 

Mr. KiNcbEixiE. That was tlie Senate provision you were talking about. They 
knocked out the subalitute in conference! 

Mr. Gates. Yes. Even though the Secretary had expressed his entire apijroval 
of the provision, tlie governbig board of the exchange might elect which way it 
would send tlie report. 

Mr, KiNCHELOE. Wliat do you think of this section as it is with those words 
eliminated "including the persons for whom made"? 

Mr. Gates, I think there ought to he no question about the Secretory having 
the rigtit to that information, but it makes it doubly objectionable to have such 
Information pass through the board. 

Mr. KiNCHELOE. I remember that we went into that very thoroughly before, 
and I do not think there is any disposition on the part of the committee to com- 
pel competitors on the board to reveal to each other their transactions. The 
Ol)ject was only to give the Secretary power to jjet the information . 

Mr. JosES. According to your constructlim, tlien, if we <'liBnge the third line 
of Jiubsectlon (b), striking out "as the Secretary of Agriculture may direct" 
and inserting " as the board may determine," It would meet your approval! 

Mr. Gates. If it were as It first passed in the Senate before it reached the con- 
ference, wlilch was agreeil upon by the Secretary of Agriculture, then there 
nlgbt be Included the words " including the pet^ons for whom made," 

Mr. Wells. I might say on this point that after the passage of the future trad- 
■>JBK BCt. Oi^ grain exchanges met with the Secretary of Agriculture and his Hollci- 
■ tor and agreerl upon rtiles which would be passed by the exciianges as fulfilling 
Koie requirements for a contract market, and the rule with reference to reports 
f wovldefl for the submission of reports by the members and not by the lioai-ds 
(uieniBclves. That was entirely acceptable to the Secretarj-, and tliat was what 
ne had been working under up imtil May 15. 

The Chairman. How many members are there of these boanis! 

Mr. Gates. We have 1,600 members in our board. 
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The Chaibman. In the seven exchanges, how many would there be altogether? 
Can you approximate it? 

Mr. Gates. Oh, probably as many more in the other six. 

Mr. KiNCHELOE. In each of them? 

Mr. Gates. No ; not in each — the total. 

The Chairman. So if the reports should be made by the members, the Secre- 
tary would probably have 10,000 reports to consider, would he not? 

Mr. Gates. Yes; but the documents would be the same, if Congressman 
Tlncher's idea should prevail tliat the board would simply be a forwardintj 
agency — they would be sent in under seal. 

The Chairman. My thought is this, that that expense should be borne by the 
exchanges instead of by the department. 

Mr. Gates. Well, it is the department that wants the information, is it not? 

The Chairman. But they should have it in such a form that it would not re- 
quire a large number of people to compile the reports. 

Mr. Gates. It is supposed to be in the national interest, and you should nof 
impose that h'feavy expense on the individual. It amounts to a tax. 

Mr. TiNCHER. Mr. Gates, here is the issue, as I understand it. If a member of 
the Chicago Exchange does not make the reports required by your regulations, 
which you must have to be designated as a market place, the Secretary of Agri- 
culture should not be required to deal with that man ; he should have the power 
to deal with the board. 

Mr. Gates. All he would have to do would be to notify us to inflict the dis- 
cipline provided for by the rule, and if we did not do it, then he could take away 
the designation. 

Mr. Tincher. I do not think there will be much disagreement about that, be- 
cause you say you have no objection to the words " including the persons to 
whom made." 

Mr. Gates. I said we would not object to that if the other were changed. 

Mr. Tincher. I see. Well, I do not think there will be much quarrel over 
that proposition. 

The Chairman. Do you now suggest that it should be left to the. discretion 
of the board instead of the Secretary? 

Mr. Gates. Left to the dlscreticm of the board as to whether the reports are 
to be forwarded to the Secretary by the individual members or by the board. 

The Chairman. And the form in which they shall be presented? 

Mr. Gates. Well, the Secretary would prescribe the form. 

The Chairman. You suggested « change. What is your suggestion? 

Mr. Gates. I suggested that it be changed so that it would read as it did 
when it passed the Senate before the conference. 

The Chairman. That leaves it to the exchanges instead of to the Secretary? 

Mr. Gates. Exactly. 

The Chairman. Well, then, why do you not leave the whole regulation to the 
exchanges instead of to the Secretary? 

Mr. Gates. I would do that myself, Mr. Chairman [laughter], but that would 
not be in line with the idea of the people that framed this bill. 

The Chairman. I think we all agree that the bill as amended In the Senate 
would have been i)erfectly harmless. 

Mr. Gates. I can not agree with you there, either. 

The Chairman. We think we ought tc» 'eave it to some representative of the 
Government. If the reports and everything are to be left to the exchanges, of 
course that would be perfectly satisfactory to the exchanges. 

Mr. Gates. This does not do anything except to remove one burden from the 
exchange — one cause of dissatisfaction with the law. 

Mr. Jones. I understand that you are willing to give him the information 
that is provided for; you just simply want a different method of giving that 
identical information? 

Mr. Gates. We are willing to give it to the Secretary. 

Mr. Kincheloe. And you want the memb4»r8 to do it? 

Mr. Gates. Yes. 

Mr. Jones. You want the Secretary to have the information, but you would 
prefer, instead of giving it to the Secretarj- through the board, to have it givcm 
by the individual member? 

Mr. Gati>:s. Yes ; and I can not make that as clear to you or as forcible as it 
would appear to you if you were a member of one of theae exchanges and knew 
the feehng -in regard to that disclosure of information to the officers of the 
board. Now, we were compelled to do that under the Food Administration, as 
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a war measure, and there was not a time when there was a reqiiest for a report 
that there was not a serious protest from the trade In regard to it. 

Mr. TiNCHER. The whole object of the bill has been that the Secretary might 
have this information. It was not with a view of disturbing tl^e excliange. 

Mr. Gates. No* 

Mr. TiNCHEB. Now, you have said, and I think correctly, that the information 
should include the names of the persons for whom the deal was made. But I 
can not attach so much importance to the question whether the members or the 
officers of the exchange are permitted to examine that or have an opportunity 
to examine it, or whether they forward it on without examining it. I have 
always contemplated that if a member of the exchange submitted to the officers 
a report required by the Secretary of Agriculture there would not be such a 
thing as taking that report and examining it. However, if you wanted to say 
" sealed," as I told Mr. Griffith, I do not see any particular objection. 

Mr. Gates. But here — the Secretary has the power also to prescribe the form. 
He might tell the board, if he were asking for a report from the board, to give 
a summary of the whole thing. For illustration, here is a man who is, we will 
say, trying to manipulate and is dealing through a member's house. The 
board would be required to accumulate that information, showing the net 
amount that each individual trader was net long or short. Do you see what 
I mean? It would be necessary in that event for the officers of the board to 
know the details of all those transactions, would it not? Otherwise they could 
not make such a report. That is what I object to. 

Mr. Tincher. Well, so long as there is a law like that, giving the Secretary 
that authority, I have always contended that there would not be any manipu- 
lation, because a board can put the fear of God into the fellows that are 
manipulating, and if there is a heavy enough weight hanging over their heads 
there will not be any manipulation. 

Mr. Gates. Well, that is aside from this question. This is the question of 
getting the reports 

Mr. Tincher. To prevent manipulation. 

Mr. Gates. For whatever purpose they desire to use them for. 

Mr. Tincher. You suggested a while ago that this bill does not prescribe a 
penalty, that it does not provide a punishment for manipulating the market. 
You are entirely right about that, because we have a law now that does that. 
The object of this bill was not to punish some man that manipulated the 
market, but to prevent manipulation. 

Mr. Gates. Yes ; but even though you assume it will prevent it, you have no 
penalty for it. 

Mr. Tincher. Well, we have a Federal law that provides a# penalty for It, 
and that law does not prevent it. 

Mr. Jones. But the Secretary could check the manipulation by the power he 
would have to deprive the board of the right to operate? 

Mr. Gates. Certainly. 

Mr. Jones. The Secretary is given that authority under another provision 
of the bill, If they do not comply with the rules. 

Mr. Gates. But they can not pimish the board for the manipulation of an 
individual. Furthermore, the rules in regard to manipulation would have to be 
passed by the board. 

Mr. Tincher. We spent quite a lot of time on that before, Mr. Gates, and I 
am sure every member of the committee has gone into it in considerable detail. 
Suppose you proceed to your next suggestion. 

Mr. Gates. Page 7, line 18, and following. I wish to call the attention of 
the members of the committee to certain phases of that. Possibly I had better 
read it. [Reading:] 

** When the governing board thereof provides for the prevention of dissemi- 
nation through the mails or in interstate commerce or by telegraph, telephone, 
wireless, or other means of communication, by the board or any member thereof, 
of false, misleading, or inaccurate reports concerning crop or market infor- 
mation or conditions that affect or tend to affect the price of grain in inter- 
state commerce.*' 

That is new material 

Mr. TmoHEB. Oh, no. 

Mr. Gates. Yes ; you did not say anything about the mails. 

Mr. Kincheloe. Yes ; beginning with " provides *' it is new. 

Mr. Gates. Beginning with " provides " and down to " communication." 
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Mr. TiNCHEB. The reason I said it was not new is this : I have never under- 
stood that the exchanges objected to having rules and regulations of their own 
to prevent the sending out in any form of false market reports. 

Mr. Gates. I think you are right in your understanding. I read this with the 
idea of explaining a little about it. 

Anyone but a member of a board of trade may do that thing. It would not 
prevent a Dow-Jones report, for instance, that might be misleading or false. 
Furthermore, it goes so far as to prevent any member of the board from send- 
ing out a Government crop report. Why? Because— — 

Mr. TiNOHEB (interposing). Do you make that statement on the assumption 
that they are inaccurate? 

Mr. Gates. I do not have to prove that the Government crop reports are in- 
accurate because they are admitted to be so by the department itself. Last 
December, after a year had elapsed since they made their supposedly final re- 
port on the crop of 1920, they came out with a correction showing there were 
millions and millions of bushels more wheat than they had given as their 
final estimate of the crop. That was an inaccurate report. They admitted it 
was inaccurate and corrected it a year later. 

Mr. TiNCHER. I think the Department of Agriculture should be compli- 
mented, because I believe that is the first time that the Department of Agri- 
culture ever had an inaccurate report that favored the producer. 

Mr. Gates. But that is aside from this question, which involves the matter 
of sending out inaccurate reports. 

Now, a crop estimate is necessarily inaccurate to a certain extent; it is in 
its nature to be so. The Government report is no exception. You can not have 
an accurate crop report ; it is impossible. But you make it a criminal offense 
for a man to send out any inaccurate report. 

Mr. Clabke. That is limited to board members, is it not? 
Mr. Gates. Yes; anybody else can send them out. 

Mr. Tincheb. Does it make it a criminal offense for them to send them out? 
Mr. Gates. Yes; you. will find that in section 9. 
Mr. Clarke. Why limit it to members of the board? 

Mr. Gates. I simply call attention to that, because I thought possibly you 
might not wish to have it appear just that way. 

Now we come to page 8 

Mr. VoiGT (interposing). Just wait a minute there. Is it not a criminal 
offense on the part of the board for a member to send out any misleading 
information? 

Mr. Gates. " By the board or any member thereof." 

Mr. VoiGT. All that the board has to do under this subsection is to adopt a 
proper rule for the guidance of its members. When the board has done that 
the board has performed its duty and can not be liable to any criminal prose- 
cution. 

Mr. Gates. All right; but you come to section 9 and you find that the pen- 
alty is for " carelessly " sending out an inaccurate report. Then you refer to 
the definition in the first part of the bill, and it says that the act of any em- 
ployee within the scope of his employment is the act of the member of the 

board. If a stenographer makes a mistake in copying a Government report 

Mr. VoiGT. You do not get my point. All that is required by this subsection 
is that the board shall adopt a proper rule to prevent its members from send- 
ing out false and inaccurate information. When the board has made that 
rule for the guidance of its members the board has performed its duty, and I 
do not see how it can then be liable to any criminal prosecution. 

Mr. Gates. All right. I am speaking as a member of the board. I am not 
protected. Suppose the board is protected; I am not. I am a member. 
Mr. VoiGT. You mean an individual member? 

Mr. Gates. I am an individual member— a member of a firm that is in the 
commission business. 

Mr. VoiGT. Let me ask you just one more question. Suppose that as a mem- 
ber of a board of trade you send out a circular letter giving Information fur- 
nished by the Department of Agriculture, and that information subsequently 
turns out to be inaccurate : Do you have any idea that any court or any jury 
would find you guilty of sending out inaccurate information? 

Mr. Gates. I do believe they would; I would put up a dickens of a fight on 
it. But I am showing you how far you are going on that thing. 

Mr. Gebnerd. Do you mean to say that we should be silent on that subject? 
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Mr. Gates. I do not say that. But if you are going to speak at all, the 
language of the old bill is sufficient, without excluding this stuff from the mail. 
I have never heard of excluding material of this kind from the mails. You 
are not making a general law to exclude such material from the mails, but only 
as relates to board of trade members. You restrict board members in using the 
mails, but nobody else. Anybody else can send out as much misleading infor- 
mation as he desires. 

Mr. TiNCHEB. How much attention has been paid to some individual's infor- 
mation? I remember just before this law came into effect there was an instance 
where there was a telegram sent out from a member of the exchange m Chi- 
cago as to the number of cars of wheat in Galveston, and that had a very dis- 
astrous effect upon some markets. No individual could have got anywhere with 
that information. You know there have been instances — of course, you will 
recall hundreds of them where I can recall one — where this evil of sending 
out false reports has had great effect. 

Mr. Gates. We are not questioning that; and as Mr. Morrill told you yes- 
terday that he had had full cooperation from the exchanges in regard to the 
matter of minimizing false or fictitious or inaccurate reports. But I am 
calling attention to the fact that in this you exclude from the mails material 
that is put in, by members of the board 

Mr. Clabke. Why not make it general in its application? 

Mr. Gates (continuing). And do not apply it to other people. You go so far 
even as to make it " inaccurate," which includes Government reports. 

Mr. TiNCHEB. Oh, well, I do not believe you are afraid or that anybody else 
would be afraid. 

Mr. Gates. Well, I call your attention to it. I am not writing the bill at all. 

Mr. TiNCHEB. Personally, I will say this to you : That I can not fully see the 
merit of barring anything from the mails. The reports that go out in the mails 
are not the reports that raise Cain in the markets. 

Mr. Gates. Why, some of the most disastrous things we have ever had on the 
Chicago Board of Trade have been due to stuff that has been sent through the 
mails anonymously. 

Page 8, paragraph (e). That is the one relating to the admission of coop- 
erative societies. I wish to call the attention of the committee to this, that it 
is not the local cooperative society that the boards of trade have reference to 
in making this objection. The members of this committee have referred to 
local cooperative societies. That is not it. The objection on the part of the 
boards of trade have been to a national organization that does business on the 
basis of a monopolistic contract and seeks entrance to the exchange on a prefer- 
ential basis. 

Now, in line with our promise to you when we were here before, and in line 
with a suggestion that was made in November at a conference called by the 
Secretary of Agriculture, there was a coAimittee appointed — three members 
representing farm organizations and three members representing the exchanges. 
The farm ofganization members were : Clifford Thorne, for the American Farm 
Bureau; Mr. Shorthill, secretary of the National Farmers' Elevator Com- 
panies — that is, the small farmers' elevator companies all over the country — 
and Mr. Mell, who is the personal representative of Mr. Gustafson, president 
of the United States Grain Growers' Association. Then there were three rep- 
resentatives of the exchanges to represent that side 

Mr. PxjBNELL. Who were the representatives of the exchanges — since you 
have put the other names in? 

Mr. Gates. Mr. Frederick B. Wells; Charles W. Lonsdale, of Kansas City, 
Mo.; and myself. 

The idea was — and it was widely advertised — that that committee would 
receive any complaint in regard to the marketing of grain through the ex- 
changes. That committee has, since it was formed, placed before the ex- 
changes, and all the exchanges that trade for future delivery in the country 
have adopted, a rule suggested by that joint committee. That committee was 
formed for the- purpose of threshing out any questions of difference and trying 
to bring the producer and the marketing machinery together on the basis of 
mutual help. 

Now, if you will pardon me for saying so, I believe that so far as that phase 
of the situation is concerned, that committee, not because of its present 
make-up — it will be a continuous thing, and holds four stated meetings each 
year, with special meetings called from time to time — that committee will go 
further in the next five years in adjusting differences between producers and 
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the marketing machinery than any legislation that yon can possibly pass. And 
I say that not without compliment to this committee, not questioning at all the 
general Intelligence of this committee, but because when we get half a dozen 
men who are thoroughly familiar with a subject to be discussed and who know 
what they want, with their feet under the same table, in frank discussion of a 
thing that there is some difference of opinion about and arrive at a conclusion, 
you have got something that will work instead of something that is purely 
theoretical. 

Now, then, one question that was brought up and which has been discussed 
by all of the exchanges is the question of trading by farmers* elevators. It 
was found, for Instance, that a good many farmers' elevators had lost a lot of 
money in the last two years because they had not been using the hedging mar- 
ket; they had been speculating on the cash grain. That is true of scores and 
scores of elevators throughout the West. There was a feeling on the part of a 
good many of the farmers' people that ttiey did not dare trust their managers 
to trade for fear they would get to trading on the company money. There had 
been several instances where managers had traded with the company money. 

So the rule was suggested to the exchanges that no nonmember corporation 
should be permitted to trade through any member of an exchange until there 
had been filed with the member who was to execute the trade a resolution by 
the corporation itself designating the people who were authorized to give 
orders, and also providing that duplicate copies of the confirmation should be 
sent to some officer, whose name was mentioned, other than the man giving 
the orders. That would give the country elevators a chance to check up all the 
time through some other officer on what the manager was doing, and would 
make them feel safe in doing their hedging and so protecting themselves in 
their regular transactions. At the same time the board member was protecteil 
because of having the authority from the corporation itself, by a resolution of 
the board of directors or a resolution of the stockholders. 

I simply cite that as an instance of what has been worked out. Other 
matters are up for consideration. The matter of the terms under which coop- 
erative societies might be admitted to boards of trade is the next subject for 
discussion, and a special meeting has been called for late this month by the 
acting chairman, Mr. Mell. I mention that because I believe — and I think 
Mr. Morrill gave you to believe yesterday — ^that he had some grave doubts as 
to whether subsection (e) has any place in this bill at all. 

Mr. KiNCHELOE. Have any of the farmers' organizations become members 
of the board since the enactment of this original law? 

Mr. Gates. I do not know that any have yet become members. I do not 
know that any have yet applied for admission. 

Mr. Jones. The reason for which they have been excluded heretofore is the 
fact that they have reapportioned some of their commissions? 

Mr. Gates. Rebated commissions, as we call it. They call it "patronage 

profit." 

Mr. Jones. That is practically the only thing that excluded these cooperative 

associations from membership? 

Mr Gates. Absolutely. 

Mr. Jones. So the only part of this that you object to is the proviso that no 
rule of a contract market against rebating commissions shall apply to the 
distribution of excess earnings among the bona fide members of any such co- 
operative association? 

Mr. Gates. Yes; that proviso is the thing that the exchanges have always 
objected to ever since this legislation was proposed— any preferential treat- 
ment by which they might solicit business on a different basis from other mem- 
bers of the board. 

Mr. KiNCHELOE. You say that there have been, to your knowledge, no ai>- 
plications from these organizations to become members of the board? 

Mr. Gates. Not so far as I know. Have you had any in your market, »fr. 

Wells? 

Mr. Wells. No. 

Mr. KiNCHELOE. I got the Impression at the last hearing that there was a 
great demand from these organizations for membership on these boards. 

Mr. Jones. As I understand it, your rules prohibit the rebating of these com- 
missions. I suppose the reason they do not apply Is because your rules forbid 

that. 
Mr. Gates. Tliey can tell better about that than I. I do not know their 

reasons. 
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Mr. Jones. They knew your rules would not let them in. 

Mr. RiDDicK. About a year ago were there not requests from some of these 
organizations to join your board? 

Mr. Gates. No, sir. That was widely advertised, but there never was any 
application made. As a matter of fact, as I understand it, they have not de- 
veloped their marketing machinery sufficient to go in. 

Mr. KiNCHELOE. The point I was making is that that same proviso is in the 
original act. Now, since this proviso was in the original act have there been 
any applications from these farm organizations to become members — since the 
enactment of the original act? 

Mr. Qateb. No. 

Mr. TiNOHEB. You know the Missouri law on that subject is still before the 
CQurts. ( 

Mr. Jones. Yes ; the law is still in the air on that. 

Mr. Gates. There is a Missouri law on this same thing which has been ques- 
tioned in the United States district court in Missouri and is now before the 
circuit court. The district court, as I understand it, has granted an injunc- 
tion against tbe enforcement of the act, and the case is now before the circuit 
court in Missouri. 

Mr. KiNCHELOE. Is that the court of appeals out there? 

Mr. Gates. The circuit court of appeals ; yes. 

Mr. KiNCHELOE. That is the highest tribunal of the State? 

Mr. TiNCHEB. It is not a state court; it is the Circuit Court Appeals of the 
United States. 

Mr. Gates. An injunction was granted by the district court by three Federal 
judges. 

Mr. Clague. Do you have any cooperative societies belonging to your Chicago 
board? 

Mr. Gates. Why, yes; what we have always called cooperative societies. 
There is now a disposition not to call them cooperative societies, but they are 
individual farmers' elevator companies. 

Mr. KiNCHELOE. Do the^ distribute their profits back to the memebrs? 

Mr. Gates. Well, they have not had that idea until recently in the territory 
that Chicago ser\'es. One of the concerns that is a member of the board is 
the Canadian Grain Growers* Export Co. That is one of their companies to 
handle the cooi)erative marketing in Canada, as I understand it 

Mr. Jones. I have no doubt that if this law were enacted and all the legal 
objections cleared away, these cooperative associations would apply for mem- 
bership. 

Mr. Gates. They did not apply after the former bill was passed. 

Mr. VoiGT. Is there any cooperative organization or a member of an organiza- 
tion which is a member of your board which distributes back profits to the 
members of the cooperative associations? 

Mr. Gates. Not so far as I know, Congressman Voigt. 

Mr. Voigt. They have applied for membership? 

Mr. Gates. I think not ; no. 

Mr. Voigt. You have had no application whatever in the past from any or- 
ganization or a member of any organization which distributes back profits? 

Mr. Gates. No, sir ; never, so far as I know, in Chicago. Am I right. Secre- 
tary Mauff? 

Mr. Mauff. Absolutely. 

Mr. TmcHEB. What does your membership sell for? 

Mr. Gates. I think it is around $6,500. 

Mr. Mauff. The last sale was $6,000. 

Mr. Voigt. And up to this time this has only been a theoretical question in 
your exchange? 

Mr. Gates. Yes. 

Mr. Voigt. Has your board or any member of it at any time discouraged any 
such cooperative association or a member of such association from making 
application to become a member of your exchange? 

Mr. Gates. Not unless our statements before this committee and the Senate 
committee could be considered as discouraging their applications. 

Mr. Voigt. Has there been any individual case where you have discouraged 
anyone from making application? 

Mr. Gates. Of course. I have not full information, but so far as I know there 
has been no such dLscouragement — that is, in any individual case. I know of 
no individual case. 
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Mr. KiNCHELOE. Of course, Mr. Voigt, you mean since this original act? 

Mr. Voigt. I mean at any time in the past 

Mr. KiNCHELOE. The rules absolutely forbade their becoming members of it. 

Mr. Jones. It seems to me that that is the most persuasive sort of discour- 
agement. 

Mr. KiNCHELOE. I would take it, of course, that there would be no applications 
when they knew the rule forbade it. That was the reason I was asking whether 
there had been any applications since the enactment of the original act. He 
says not. 

Mr. Clague, I do not think there would be as many at Chicago as there would 
be at Minneapolis, for instance. 

Mr. TiNCHER. This matter has been in the courts, and naturally nobody would 
want to pay $6,000 for a membership with the prospect of getting into a con- 
troversy. 

Mr. KiNCHELOE. When was that action originally filed? 

Mr. TiNCHER. It was filed simultaneously at the time the act was put into 
effect. 

Mr. KiNCHELOE. It was approved August 24, 1921. 

Mr. TiNCHER. Well, they filed it before December 24. The act was not to take 
effect for four months. 

What do you say, Mr. Gates, about subsection (f ) ? 

Mr. Gates. Subsection (f) is all new material. 

I do not know from a reading of this whether it is your intention to delegate 
to the Secretary of Agriculture the power which resides only with Congress to 
interfere with the completion of contracts or what your wish is in that respect, ' 
but in this language you give to the secretary the right to change the terms and 
conditions and forms of contracts. Mr. Morrill expressed that yesterday by say- 
ing it would give them the right to determine what should be the contract grades 
deliverable, and at what discounts or premiums other grades could be applied, 
and also to control the matter of public storage in these markets. 

Now, I do not see any reason why, in a bill that is supposed to be simply a 
reenactment, under the commerce clause, of the old bill, you should introduce 
any such radically new material as this. That is a thing that would take away 
from contracting parties the right to agree among themselves as to the terms 
under which they will contract. Members of the board could not arrange anion;? 
themselves as to what grades should be deliverable on a contract. The Secre- 
tary would have the right to say what grade might be delivered, and if he were 
going to use this power at all he could not use it until the month of delivery 
came around, and then he would specify what the grades should be and what 
the conditions should be. He would probably have to change it during the month 
of delivery. 

The situation in grain is very different from the situation in cotton. In 
grain the grain standards act has divided the grains Into so many different 
grades, so many subgrades, that in order to provide a wide market you have 
to provide a good many different kinds of grades, which are Federal grades, 
for the fulfillment of contracts, in order to give the man who has hedged a 
chance to deliver the kind of stuff he has. By this, as I understand it, you 
w^ould give the Secretary of Agriculture — not before the contract is made hut 
at the" time for the fulfillment of the contract — the right to change the conditions 
of the contract. 

Mr. KiNCHELOE. Give him retroactive power? 

Mr. Gates. Absolutely so. I am just a layman, but it seems to me It gives him 
the right — and I think that was the statement Mr. Morrill made yesterday— to 
change the conditions of the contract as they were entered into and change them 
when the time of delivery comes. 

Mr. TiNCHER. Well, I do not so understand it. That is clearly not within the 
language of section (f). The only thing It has to do with is when you apply for 
designation as a market. Then secticm (f) says you must have a rule adopted 
by a Government board, which provides for making such changes from time to 
time in the terms of the provisions of the forms of contracts of sale to be 
executed on or subject to the rules of such board as may be necessary to remove 
or overcome any material prejudice or disadvantage to sellers or buyers thereof 
found by the Secretary of Agriculture after investigation and public hearlnc 
and communicated by him to such boanl. 

He investigates, and he finds that the form of contract which you are uslne 
is working a prejudice and a disadvantage to sellers and buyers, and that l» 
communicated to such board. Then your rule must reserve the right to change 
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the form of that contract To say that that gives the Secretary of Agriculture 
the retroactive right to go back and change some contract that has been made 

Mr. Gates. You heard what Mr. Morrill said yesterday V 

Mr. TiNCHEB. Yes; I heard that. 

Mr. Gates. How could it be effective at all unless i^ were to be applied during 
the month of delivery? Because commercial conditions could not be known in 
advance. He proposes to effct it on the basis of commercial conditions at that 
. time. , 

Mr. TiNCHEB. But here is what it says : After a hearing; a public hearing, he 
finds that you are using a form of contract that is unfair or that works a 
prejudice and disadvantage. Then you have got to have in your application 
for designation as a marketing place a provision that you will require a change. 
Who fixes the forme of your contracts now? Do you not have a uniform form? 

Mr. Gates. The contract form is determined by the board. 

Mr. TiNCHEB. But the rules of the board provide the form of contract, do they 
not? 

Mr. Gates. Yes, sir. 

Mr. TiNCHEB. You are working under a form of contract now fixed by the 
rules of the board? 

Mr. Gates. Yes, sir ; anJ they are known to everybody that makes a contract 
at the time he makes his contract. 

Mr. TiNCHER. Well, I do not care to argue it; but I declare I do not see 
where you find anything in that provision that permits anybody to go back and 
change a contract existing between two men. 

Mr. Gates. It takes away our right to pass our own rules and agree upon 
what the terms of our contracts shall be. 

Mr. Kincheijoe. Mr. Gates, do you not think that if the Secretary of Agri- 
culture, after a hearing, becomes acquainted with all the facts that enter into 
a contract, and after a hearing is of the opinion that it renders the contract 
hazardous and unreliable, so far as it affects the hedge, he ought to have some 
power to change it? 

Mr. Gates. I have not so much confidence in the outcome of that as some of 
those who drew this bill. There may be a hearing required, but they do not 
always abide by the facts brought out at the hearing. They cause an investi- 
gation to be made, but they do not necessarily abide by the views of the people 
who make the investigation. They go to some extent on their preconceived 
notion or they try to get the evidence to back up the notion they have already 
arrived at as to what should be done. 

Mr. Kincheloe. That goes back to the fundamental proposition that I inti- 
mated this morning. If you are going to delegate the administration of an 
act to some official, you have got to assume that the official is going to be fair, 
and if you do not assume that, why, you can not administer any law of Con- 
gress that designates a certain official to administer it. 

Mr. TiNCHEB. Suppose, Mr. Gates, it should go out to the country this 
morning, to the men in the grain business that know you and have confidence 
in you, that you had said before this committee that if we pass this bill it 
would give the Secretary of Agriculture power to disturb a contract existing 
between two men. That would have weight; that would create a prejudice 
against this bill. Nothing like that is in the bill or can be read into it in 
any shape or form. 

Mr. Gates. I am just a layman, but I think that this whole bill will require 
years of litigation to determine just what it does mean, because of those facts. 
Mr. Morrill stated what he thinks that section means, and I am going by what 
he says. I infer from what he says that since they have the right to estab- 
lish our grades, to say what grades shall be deliverable on contracts and at 
what discounts or premiums, that part of that work can not be done previous 
to the time the contract is made. Therefore the terms- of the contract must 
be changed. 

Mr. TiNCHEB. You are using a form of contract that is prescribed by the 
board. All the dealers are using the same form of contract. It is not a private 
contract between two individuate; it is on a form. Now, the Secretary of 
Agriculture has a hearing, and he concludes that in that form of contract there 
are things which work material prejudice or disadvantage to sellers or buyers 
and which substantially affect the prices of such contracts so as to render them 
hazardous or unreliable. He would say to the board of trade, "We want the 
form of this contract changed." That would be an altogether different thing. 
He merely tells you to change your form of contract. 
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Mr. Jones. There is not any question that that would apply to existing con- 
tracts. It says, *' contracts of sale to be executed." It would apply to con- 
tracts that arose after the change was made, but it would not apply to exist- 
ing contracts. 

Mr. Gates. I know what you mean, and I have a pretty clear idea of what 
I mean. We do not mean the same thing. I do not mean that if this law were 
to go into effect to-day it would affect the contracts that are now open, but it 
provides that the Secretary must determine during the month of delivery what. 
the discounts and premiums shall be at which that grain must be delivered. 
That must become a part of your contract. That can not be administered until 
the time of. delivery, can it? So there is nothing certain about that form of 
contract; that is, what the basis of delivery is to be and what the discounts 
and penalties are to be. We know the grades, the gradesr would have to be 
determined before the contract was made, but the penalties or discounts or 
premiums at which that grain could be delivered would be left to the Secretary. 

Mr. Jones. This is a very technical discussion. I think you have exag- 
gerated the importance of that feature of it. As I read it I think the reasonable 
construction of It is that if the Secretary finds there is some provision of the 
contract that is hazardous or unfair he would take it up with you, and yon 
would have hearings, and he would say, "Hereafter in your contracts you 
ought to make some change,'* and then, after due notice, you would change 
the form of any future contracts. 

Mr. Gernebd. I do not see where there would be any material clifference 
whether your board should make that change or the change be suggested by 
the Secretary and made by your board. 

Mr. Gates. In the final analysis the Secretary can not designate commercial 
discounts and premiums until the maturity of the contract. Ton can not know 
in advance the basis of your contract. 

Mr. KiNCHELOE. Would not that be determined by your grading? 

Mr. Gates. No; it would depend entirely upon the commercial conditions at 
that particular time. 

Mr. KiNCHELOE. Well, you would have just as good a situation with the 
changed contract as you would with the existing contract, because both would 
be executed before the transaction. In other words, as Mr. Jones says, I 
do not think the Secretary of Agriculture has any retroactive power here; 
that is, he has not any right to change the form of an existing contract. 

Mr. Gates. Oh, no ; I think you are right about that. He can hot change the 
conditions of a contract that is now made. This would require the board to 
adopt a rule that the Secretary might come in during the month of delivery and 
prescril>e discounts or premiums. 

Mr. TiNCHEB. This contract business is a little different from the ordinary 
contract that you and I might sit down and make, because the transactions 
on your exchange are made on a prescribed form of contract, prescribed by the 
exchange, which your members agree to use, under which they assume certain 
obligations, and the parties that trade with them assume certain agreements 
to arbitrate — I remember that paragraph very well, because I have had some 
experience with it myself. But this section here has reference to the form of 
the contract that the exchange is going to use, and I really think — due perhaps 
to the fact that you did not have time to go into it as thoroughly as you might. 
and especially enlightened by your first offhand version of the meaning of this 
paragraph — that perhaps too much importance is being attached to it. 

Mr. Gates. It is all new material, and there is no room for it in a bill that 
seeks simply to reenact, under a different power, the provisions of the former 

law. 

Mr. TiNCHER. The oocas'on for it is thi.s : That in the hearings and meetings 
with the exchanges the dejjartment arrived at the conclusion that there would 
be a possibility of an evasion and thwarting of the other law by the form of 
contract used, and there could be no legitimate objection to the exchange agree- 
ing to a form of contract to be used. 

Mr. Gates. It is true, of course, that we have had a very short time in which 
t») study this bill. Xohody had a copy of it before last Saturday, .so far as I 
know. But if there are to be any further hearings on this thing, we want tt» 
have a chance to study it further. At first blush we are seriously opposed to 
the new material in this bill. 

Mr. KiNCHELOfi. As a lawyer, I do not exactly get your viewpoint. If I 
understand this .section, it means this: In my country we have fall wlienl 
We begin to market that along in July. Now, suppose that along In Man*h 
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or now, this law is in effect, and the Secretary comes to the board of trade and 
looks at your form of contract for the fall wheat. He says, " Well, gentlemen, 
here are some things) that I do not think ought to be in your form of contract." 
You say, ** Mr. Secretary, we differ with you, and we think we can show you." 
He says, "All right; we will have a hearing on this." He conducts a hearing, 
at which you and all the experts are present, and he is still of the opinion that 
that contract ought to be changed. Of course, his will prevails after the hear- 
ing, and he changes that. Now, contracts are to be made for fall wheat, which 
will not be harvested and put on the market until about August. He comes to 
the conclusion that that contract is in such form that it is hazardous, and he 
believes that it is going to impair legitimate hedging, and he makes that change 
long before this wheat goes on the market. I do not see where you fellows are 
injured. 

Mr. Glabke. Why shouldn't he have the right, then, to keep you from selling 
your farm because you are selling it too cheap? 

Mr. KiNCHEXOE. Oh, I do not think that is a parallel case. Then you speak 
of the uncertainty. Why should there be any more uncertainty in the amended 
form when the wheat comes to the market than in the form you already have? 

Mr. Gates. The form we already have prescribes the discounts and premiums 
at which the off grades or better grades may be applied on that contract. 
Under this provision those things would not be known until the time for de- 
livery came, and then the differences would be prescribed by the Secretary. 

Mr. KiNCHELOE. Why would they be unknovm until the time of delivery 
came any more than under your present contracts? 

Mr. Gates. Our contract specifies definitely at what discounts the off grades 
can be aj>plied — so many cents off. 

Mr. KiNCHEiJOE. Is It not fair to assume that he would clarify that as much 
as he could? 

Mr. Gates. Well, he could not do it if he is going to do it, as he said, on the 
basis of commercial conditions at the time the contract matures until the con- 
tract does mature. He would be fixing it from day to day during the delivery 
months. 

Mr. KiNCHELOE. I do not think he would be changing your form of contract 
every day or so. 

Mr. Gates. Well, I am going by what Mr. Morrill said. 

I just want to say one thing more about section 9, That penalty clause con- 
tains nothing in regard to the worst phase of the offense as prescribed by the 
legislation, but does prescribe penalties and makes it a criminal offense for a 
man, knowingly or carelessly, even though it be done by a clerk In his office, to 
send out any false, misleading, or inaccurate reports. I say the word " inaccu- 
rate " certainly ought to be changed, because you can not have a crop report 
that is accurate. 

As to section 11 you will remember that in the old act four months was given 
as the time. This provides a time that, if this 'becomes a law, is hltogjether 
inadequate. It provides that no fine or imprisonment shall be Imposed for any 
violation occurring before the first day of the second month following its 
passage. 

As I understand it, there are two bills before this committee, this bill and the 
one that is numbered just before it, 11842. And I just want to say this, that if 
you ask us which death we would rather die, we would rather take the more 
inerciful and quicker method than that which this bill prescribes, because either 
bill will mean death to the exchanges within a few years, and I judge simply 
from the experience we have had since the Government began hampering with 
this thing. The agitation, there has already been, has so reduced the volume of 
speculative business as to make the markets unsatisfactory at present. 

Mr. KiNCHEix)E. Do you think this bill is more radical than the original act? 

Mr. Gates. Very much more. 

Mr. TiNCHEB. What you mean is that you would rather we would pass the 
(tensman bill and put you out of business entirely? 

Mr. Gates. Yes. Then you would know where you were at. I think a quick 
'leath is always preferable. 

Mr. TiNCHEH. What you mean is that you know Congress hesitates to close 
the grain exchanges, and you know there is no danger in tlie world of our ac- 
cepting that challenge to pass the Gensm^n bill? 

Mr. Gates. I do not know whsU the committee may do as to that The lan- 
guage of the bill is ent'rely similar, with certain exceptions. One cuts it off 
altoiretlier, and the other permits it to go on under Government control. 
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Now, the grain trade has for a year and a half been willing to cooperate with 
the committees of Congress to get a Federal bill that will contain reasonable 
supervision, but that has seemed to be an excuse for going away beyond reason- 
able supervision, and saying that if the fellows will not stand for reasoniable 
supervision we will put something additional into it that will make it " control." 
That is the tendency in this bill, possibly more than in the bill which was not 
sustained by the court. 

Mr. KiNCHELOE. I think you misconstrue the attitude of the committee. The 
only point with me is to regulate your exchanges so that the grower of grain 
will have ample protection. At the same time I do not want to destroy legiti- 
mate business. 

Mr. TiNCHEB. I want. to say, as one member of the committee, having the 
highest personal regard for the gentlemen who appear here and testify,- that 
you have more uncertainty about what Congress is going to do to the exchanges 
than I have about what the exchanges are liable to do to the country. I think 
this is a subject on which Congress certainly should legislate, and I can not 
accept as anything but bluff your proposition that you would ratheil have u^ 
pass a bill to close the exchanges than to pass a bill to regulate them. 

Mr. Gates. It is not bluff, Mr. Tincher. It has been seriously considered by 
the grain exchanges themselves whether it would not be well to close for a 
period, so that the country might see what the effect would be of that program. 

Mr. Tincher. You mean that you actually contemplated closing the exchanges 
to show what you couhl do to the country, so that, possibly, they would let 
you alone? 

Mr. Gates. No ; you are mistaken in that. 

Mr. Clarke. You are misconstruing his stateme|?t. 

Mr. Tincher. This is a pretty serious matter. It is a pretty serious matter 
to the producers of grain. It is a pretty serious matter to everyone. 

Mr. Gates. It is. I think it is a more serious matter than you yourselves 
realize, and there is no one going to be hurt so much by a throwing of the 
machinery out of gear as the producer himself. There has not been anybody 
hurt so much so far as the producer.. 

Mr. Tincher. You stated this morning that no one had yet admitted a public 
Interest being in this grain-exchange business. I call your attention to the fact 
that Herbert Hoover, Julius Barnes, yourself, and everybody that has ever 
appeared before this committee prior to this morning has admitted that the 
grain markets of this country do have a public interest, that they are mammoth 
affairs, and must be dealt with from the standpoint of the public having a 
general interest in the grain market. Now, you come in this morning and 
prescribe a substitute for Federal legislation, some action by a committee— 
yourself and Mr. Gustafson and Clifford Thorne — ^and you say, and I think you 
are serious, that you would work the problem out better if Congress would 

just lay off and let you do it. « ^ v.. i i. 

Mr. Gates. I said that in relation to paragraph (e) of section 3. I think it 
will get further in adjusting the differences between the producer and the 
exchanges than you will get through legislation. 

Mr. Tincher. Now, Mr. Gustafson— he is at the head of what is called the 
Grain Growers' Association? 

I^r Gates Yes sir. 

Mr. Tincher. That is an organization by which they are attempting to market 
their grain by cooperation. That has not proven very successful so far. has it. 

Mr. Gates. I have not heard that they are marketing very much grain. 1 
think there is some question as to when they will be in a position to market 
grain, and so far as I can learn they have not proceeded far enough with their 
plans' to be in a position to market yet. , , ^. / 

Mr Tinchf:r. Mv theorv about this bill is that if there is manipulation of 
prices on the Chicago Board of Trade, or any other board of trade, it ought 
to be stopped, and if there is manipulation that ought to be stopped this regula- 
tion will not hurt the exchanges. And I have a further theory that there are 
sufficient legal, bona fide transactions going on and the business is in RU<h 
volume and of such importance and of such public interest that there is a legiti- 
mate end to it which will not be destroyed by legitimate regulation or legitimate 
supervision. Supervision will not destroy any legitimate business in this 

^^Mr'^^GATES. I am not talking about supervision. I have tried to work out 
something on supervision. I have tried to get together with you on the matter 
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of supervision, but there always is the attempt to go further toward control, 
not to stop at supervision. 

Mr. Clabkb. Was it not in your testimony here that you and the Secretary 
of Agriculture had agreed as to certain regulations, and then the bill went 
through the Senate, and then in the conference they slipped in that paragraph 
there that goes further than even the Secretary thought it was necessary to go? 
Was not that your testimony? 

Mr. Gates. Yes; there were several changes made. 

Mr. TiNCHEB. Do you mean to answer that question yes, that the conference 
slipped something into this bill that the Secretary of Agriculture was not for? 

Mr. Clarke. Why, there is no question about it. 

Mr. TiNCHER. I say there is ; I happened to be on that conference. 

Mr. Clarke. Was not that paragraph put in there? 

Mr. TiNCHEB. Anyone that has ever served on a conference committee knows 
that that would not be done. 

Mr. Clarke. Well, anybody that has ever served here knows that time and 
time again there have been things put in In conference that were not agreed on. 

Mr. TINCHEB. I will say, in justice to the Secretary, that I am thoroughly 
familiar with his attitude on that paragraph of the bill concerning which the 
gentleman testified, and while there may be some doubt about what the gentle- 
man understood the Secretary to be for, I had my understanding as to what 
the Secretary was for when we agreed to strike out the Senate amendment 
and take the House bill as it passed. As I recall, the Senate receded on the 
amendment, so it was not putting in a paragraph. 

Mr. GATES'. I am not talking about slipping over anything 

Mr. TiNCHER. Well, but you answered the question yes. I will tell you what 
that paragraph was. The proviso in that paragraph as finally worded was 
worded by Mr. McLaughlin of Michigan by an amendment on the floor of the 
House. The Senate conferees agreed to recede from their amendment, and the 
way that paragraph finally went into the bill it was worded by Mr. McLaughlin 
of Michigan. 

Mr. Clarke. You admit right here in your statement that there* was some- 
thing added in conference. 

Mr. TiNCHER. Not a word added in conference. 

Mr. Clarke. That is your statement. 

Mr. TiNCHER. It went into the bill exactly as it passed on the floor of the 
House. 

Mr. KiNCHELOE. Mr. Gates, let me ask you this: I have great confidence in 
your ability and technical knowledge of the grain exchanges ; so I am going to 
remember the prophecy that you made a while ago, and see how it works out. 
You say this is going to put the grain exchanges out of business, and you are 
so confident of that fact that you prefer the Gensman bill to this. You do not 
want slow strangulation, but sudden death. 

Now, if this bill passes as it is and becomes a law, and the Secretary ad- 
ministers it fairly and impartially, having in view the legitimacy of your 
business and at the same time the interests of the grain growers of the country, 
and he administers it fairly, as we have a right to assume he will do, it is 
still your opinion that the grain exchanges will be out of business in a few 
years? Is that true? 

Mr. Gates. I think it will so hamper the machinery as to make it inade- 
quate for the purposes that it has served for the last 30 years. 

Mr. KiNCHELOE. And you have in view that the Secretary is going to ad- 
minister this fairly and impartially? 

Mr. Gates. Yes, sir. All during the past two years while you have been 
agitating this there has not been enough speculative support for the market 
to pay for the cost of the service. I am in the business and I know. 

Mr. VoiGT. Do you mean by that to say that the amount of speculation 
in grain has fallen off during the last year or two? 

Mr. Gates. Yes, sir; very materially. The outside trading by the general 
public, which comes in the way of a supporting market, which is very largely 
the other side of your selling hedge, has been so inadequate as to make an 
unsatisfactory market during the past two years. 

Mr. Clarke. Mr. Gates, will you furnish us with a record of those trans- 
actions, showing that? 

Mr. Gates. May I say this: A man is not compelled to trade; it is purely 
a voluntary thing. Now if you tell him that every transaction he is going to 
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make is going to be reported to the Secretary of Agriculture there are a great 
many people that are not gding to trade. 

Mr. KiNCHKLQE. Do you not think you would be exaggerating if you told 
that fellow that erery transaction was going to be reported to the Secretary? 
Would it not be better to say that every transaction may be reported to the 
Secretary? 

Mr. Gates. Well, one has the same effect «s the other. 

Mr. KiNCHELOE. I do not believe that the Secretary of Agriculture in ad- 
ministering this law is going to demand any report from any grain exchange 
in the country unless he thinks there is something wrong. Why should he 
continually want reports from you fellows with no object in view? 

Mr. Gates. The statement was made when the other bill was under con- 
sideration that they wanted it as a means of gathering information. Frag- 
mentary information, gathered one day here and one day there, would not be 
satisfactory. You would have to have the information continuously if it 
were going to be of value in drawing conclusions. 

Mr. KiNCHELOE. Do you not think that the Secretary would not want to 
harass the business of the Nation unless he was of the opinion, unadvised 
at least, that there was something wrong with the transaction? ' 

Mr. Gates. No; I do not think that. We had some experience with this 
matter of getting daily reports during the war. Unless you had those reports 
you could not tell what was going on from day to day. 

Mr. Kincheloe. But during the war those continuous reports were to enable 
the Government to keep up the supply of grain in this country. 

Mr. Gates. No, indeed ; the Government did not ever see the reports. 

Mr. Jones. Mr. Gates, you made the statement a while ago that the grain 
exchanges had seriously considered outright closing, and then you significantly 
added " for a time " 

Mr. Gates. I did not mean officially. 

Mr. Jones. Well, officially or unofficially, it is important. Then you added 
" for a time." You recognize that if they were to close the worst period would 
be immediately after they are closed, before other machinery were devised for 
handling the distribution of grain, do you not? 

Mr. Gates. Yes. 

Mr. Jones. So that when you added " for a time " you meant you would close 
just for the purpose of throwing the thing into confusion, and you realized that 
the worst confusion that could possibly result would be the confusion that 
immediately followed the closing? 

Mr. Gates. Why, I am not advocating that, you understand. 

Mr. Jones. But you said you seriously considered doing that? 

Mr. Gates. Yes ; it was seriously considered. 

Mr. Jones. Now, what would be your purpose in closing just for a time? 

Mr. Gates. It would be to get away from this continual annoyance of having 
to come to Washington to discuss legislation that was more or less intelligent 
in regard to the grain business. 

Mr. Jones. You hoped that there would be unusual confusion immediately 
following the closing 

Mr. Gates. There was not any hope about it at all, Mr. Jones. 

Mr. Jones. You never seriously considered closing permanently, did you? 

Mr. Gates. Closing the board; whether it was ever opened again would be 
another question. 

Mr. Clabke. Mr. Gates, would you furnish, to put into the record, the trans- 
actions of the last two years in comparison with other years? 

Mr. Gates. No ; I would not. As a matter of fact, you can not get them. 

Mr. Voight. You say you think this agitation for this sort of legislation has 
caused a falling off in speculative business? 

Mr. Gates. I do not think there is any doubt about it. 

Mr. Voigt. But do you not think that some of it might be traced to other 

causes? 

Mr. Gates. There may be contributing causes. 

Mr. Voigt. Well, there has been a general depression in business in this country 
during the past two years, and business men generally have not transacted as 
much business as they did before. Do you not think that that same condltioii 
would apply to the grain exchanges? 

Mr. Gates. No. I will tell you why. It is our experience that when general 
business is good our trade, the g^eral q;>eculatiTe trade, is lighter^ because peo- 
ple are busy with their own business ; and when bnslnesB is d e pr essed In otlw* 
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lines there is usually a larger volume of speculative business, because the people 
are trying to supplement their inadequate income with a little speculative 
profit. 

Mr. VoiOT. And that, translated into other language, means that when people 
are not doing a satisfactory business in their own line they go out and do a little 
gambling? 

Mr. Gates. You might so interpret it. I would not put it that way. 

Mr. VoiGT, I wapt to ask you another question. It was rei)orted generally in 
the newspapers of this country immediately after this law was declared uncon- 
sftutional by the Supreme Court that wheat had, I believe, gone up 4 cents a 
bushel, and the news items attributed the rise in the price of wheat to the fact 
that this legislation had been gotten out of the way by the Supreme Court 
decision. Do you believe that is true? 

Mr. Gates. No ; I do not think that had anything to do with it. I do not think 
you can hold the grain trade responsible for what the newspapers print, even 
about this bill. I do not think that is a fact. 

Mr. VoiGT. Do you not think the thought was inspired? 

Mr. Gates. No ; I do not think so at all. I did not hear any talk of that kind 
around the exchange. 

Mr. Tincher. Mr. Chairman, I move that we adjourn until to-morrow morning 
at 10 o'clock, and close the hearings in opposition to the bill to-morrow. 

(The motion, being duly seconded, was put and carried.) 

(Whereupcm, at 12.30 o'clock p. ni. the committee adjourned to meet at 10 
o'clock a. m. to-morrow, Friday, June 9, 1922.) 
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House of Representaives, 
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The committee met at 10 o'clock a. m., Hon. Gilbert N. Haugen (chairman) 
presiding. 

There were present: Mr. Haugen, Mr. McLaughlin of Michigan, Mr. Purnell, 
Mr. Voigt, Mr. McLaughlin of Nebraska, Mr. Riddick, Mr. TiUcher, Mr. Will- 
iams, Mr. Hays, Mr. Thompson, Mr. Gernerd, Mr. Clague, Mr. Clarke, Mr. 
Rainey, Mr. Aswell, Mr. Kincheloe, and Mr. Jones. 

ADDITIONAL STATEIffENT OF HON. WALTEB H. NEWTON, A KEF- 
BESENTATIVE IN CONGBESS FBOM THE STATE OF MINNE- 
SOTA. 

Mr. Newton. Mr. Chairman, I would like to make a request of the committee. 
Since I appeared before the committee yesterday morning it has come to my 
attention that of the Minnesota commissioners, three in number, all but one 
have been out of the city, and among them is Mr. O. P. B. Jacobson, who is Id 
charge of the grain and warehouse divigdon of the commission. Mr. Jacobson 
has been up in northern Minnesota, and his first knowledge of this matter was 
yesterday when he returned to St. Paul. He ^ of the opinion that the bill as 
it is drawn, and based upon the commerce clause, will absolutely do away with 
the very elaborate machinery that the State of Minnesota has enacted and put 
into effect for the handling of this matter and the regulating of the exchanges. 
Their last bit of legislation was passed at the legislative session of one or two 
years ago, I do not recall which, but I have a copy of the law here. 

Mr. Kincheloe. Does he mean the way the bill is drawn or that it can not 
be drawn in any way to meet the situation? 

Mr. Newton. That I do not know. I know the objection is to the bill as it is 
drawn. I had the impression that he might be against the whole bill, but it is 
difficult to tell. He has requested the general solicitor of the associated rail- 
way and warehouse commissioners here in the city to appear against it, but 
Mr. Benton, of course, has no technical knowledge at all of this matter of trad- 
ing in grain futures. 

Mr. VoiOT. Mr. Newton, have you read the decision of the Supreme Court in 
the Dakota Grain case? 

Mr. Newton. The Lempke case? 

Mr. VoiGT. Yes. 

Mr. Newton. No ; I have not. 
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Mr. VoiGT. If you will read that case, you will probably come to the con- 
clusion that no State legislation can be valid in the face of this legislation. 

Mr. Newton. That certainly is true as to the transactions involved in the 
Lempke case. It is a question, of course, of whether trading in futures is a 
question of commerce such as was involved in the Lempke case, but the re- 
quest I wanted to make of the committee, in order to make it possible for Mr. 
Jacobson to appear here, if he can come, is to request that he be heard Monday, 
if he can get here on Monday. Of course, he would have to leave Minneapolis 
to-night. That would get him here Sunday, so that Monftay would be the 
earliest he could possibly appear here. 

Mr. Clague. Has he telegraphed you that he wants to come? 

Mr. Newton. No ; he simply telegraphed Mr. Benton that he wanted him to be 
heard, and I have heard from the governor's office on it. 

Mr. As WELL. It would be safer to agree to hear him Tuesday, would it not? 

Mr. Newton. I think he could get here Monday. I do not see why he could 
not. He can leave Saturday night and get here Monday. I suppose all the 
members of the committee want to dispose of this matter just as quickly as 
it can be disposed of, and I have not any desire to not cooperate with them to 
that end. 

Mr. Kincheloe. What position do you say he holds? 

Mr. Newton. He holds that the law as now drawn 

Mr. Kincheloe (interposing). I mean what official position does he hold? 

Mr. Newton. He is the commissioner in charge of grain matters. Wp have a 
commission of three members. 

Mr. Kincheloe. Is he a State officer or commissioner? 

Mr. Newton. He is a State officer. 

The Chairman. Mr. Jacobson has appeared before this committee several 
times before. I presume he is one of the best informed men in the country on 
the matter of inspection and weighing service in reference to grain grading. 
The question is whether the cotnmittee wants to extend the time for hearing. 

Mr. Rainey. I move that if he wants to come here to be heard and can 
come here Monday or Tuesday, that he be heard at that time by the com- 
mittee. 

Mr. A swell. I second the motion. 

Mr. Tincher. Let us see if this suggestion will not work out all right, I 
want to please everybody we can, but still I want to close these hearings. If 
Mr. Jacobson comes here Monday and proposes that the committee amend 
this bill, I would be perfectly willing to invite him before the committee, but 
at this time to adopt a motion providing for hearings as late as Monday or 
Tuesday will probably defeat our purpose of getting a day on this bill in 
the House next week. We have had Mr. Jacobson before the committee and 
we have a copy of the Minnesota law and have heard several witnesses from 
the State of Minnesota in reference to that law. So far as I am personally 
concerned, I think my views on your State laws have been expressed in the 
hearings as well as the views of a number of others, but if Mr. Jacobson gets 
here on Monday I would be in favor of calling him before the committee on 
the subject of a committee amendment to the bill, bnt not to open up the hear- 
ings now and continue them until Tuesday, which would mean that we would 
not get this bill up for considerat'on next week at all, and I would be (lend 
against that. 

Mr. Clague. Our day is Thursday, is it not? 

Mr. Tincher. Yes ; but if we do not close the hearings this week and begin t«> 
consider committee amendments, we will not get through by Thursday ; but I 
want to treat Mr. Jacobson perfectly fairly and would be in favor of hearin? 
him in reference to any amendment. 

Mr. Newton. He may have objections to the bill that he does not feel can be 
corrected by an amendment, in which event I would not want him to be fore- 
closed from appearing here. 

Mr. Tincher. I do not want to foreclose him. but I do not propose now, unless 
you do it over my protest, to have u motion adopted to continue these hearings 
until next Tuesday or Monday. 

Mr. Rainky. Without any motion at all, let us have an understanding tli:«t 
if he comes here Monday or Tuesday we will hear him. 

Mr. Tincher. That we will hear him either on a committee amendment or 
in opposition to the bill, if he wants to be heard. 

Mr. Kincheloe. I think in view of the fact that this is a new proce<lure 

Mr. Clakkk. Who is the gentleman you are referring to? 
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Mr. Newton. Mr. O. P. B. Jacobson. He is one of the three railway and 
warehouse officials of the State of Minnesota, and is in direct charge of the 
division pertaining to grain, so he is an expert on that proposition. 

Mr. AswELL. I thinlf in view of this position and necessarily his Interest in 
this matter, that the motion should carry, and we should give him a hearing in 
the regular order next Monday. 

Mr. Newton. We have a very elaborate machinery and an extensive law, and 
the State commission are of the opinion that this proposed bill will just simply 
wipe them out. Now, it is a legislative act they are called upon to administer, 
and they feel they owe an obligation to the people of the State to come down 
here and present their views. They have been away, and Mr. Jacobson just 
arrived back in St. Paul from up in the northern part of the State, where he 
has been on grain-inspection work, and so on, so that this is the first knowledge 
he has had of the detailed provisions of the proposed act. 

Mr. Jones. Did he specify any particular portion of the bill that he thought 
was especially objectionable? 

Mr. Newton. No. 

Mr. Jones. Did he mention any part of the bill? 

Mr. Newton. No ; but preceding that, we heard from other members ; that is, 
employees of the commission who were there in St. Paul, which I set forth 
yesterday. 

Mr. TiNCHER. I think Mr. Rainey's suggestion is a good one, and there is no 
question if he comes here Monday or Tuesday but what we will hear him. but 
I do not w^ant to prevent the committee from going ahead and considering the 
bill in the meantime. That is the proposition involved. These gentlemen are 
going to close this morning, and I think the committee ought to go ahead and 
consider the bill, but not close up or preclude him from being heard if he comes 
here on Monday. 

Mr. Newton. I do not want, of course, the members of the committee to fore- 
close their minds on what he has to say, neither do I have any desire to unduly 
delay your actions in the matter. 

Mr. KiNCHELOE. In view of the fact that this bill is a new departure, I would 
like to have whatever information this gentleman has in regard to the matter. 

Mr. Claque. Mr. Jacobson is the best posted man in the Northwest on grain 
and grain futures, and I think that is conceded by all. 

Mr. KiNCHELOE. Can he get here Monday? 

Mr. Newton. Yes ; I should, of course, telegraph him to come here on Monday. 

Mr. McLaughlin of Michigan. Mr. Jacobson has been before the committee 
several times and as Mr. Clague has said, he is one of the best-posted men in 
the country on these matters, and if it is at all convenient I think he ought 
to be heard. Of course, I would not like to do anything that would be dis- 
courteous to him or foreclose us from getting the opinion of a man like Mr. 
Jacobson. 

Mr. AswELL. You do not want to go ahead and consider the bill before he 
gets here, do you? 

Mr. McLaughlin of Michigan. I would not like to foreclose him by any 
definite action. If he is coming here at all it would not be courteous for him 
to come here and find everything closed against him. I would like to have the 
committee accommodate itself to Mr. Tincher's suggestion, but he suggests that 
we let Mr. Jacobson come here only to be heard on an amendment. It is diffi- 
cult for us to tell now what we shall let Mr. Jacobson say, because we can not, 
of course, indicate to him what he is going to say. 

Mr. TiNcHER. No ; and I never have had any notion of that kind. You know 
just as well as I do that if we adopt a motion setting hearings for some time 
next week what the effect will be. Mr. Newton said he could be here Monday, 
if at all. It is now suggested that somebody make a motion that we hear him 
Tuesday. If we are going to get this matter up next Thursday we will have to 
begin considering the bill at once, and. of course, everybody knows that if we 
do not pass this bill before the recess of the House it will not be passed so as to 
affect this year's wheat crop at all. 

Mr. KiNCHELOE. I think we ought to accommodate the gentleman and hear 
him on Monday, because if he can get here at all he can get here at that time. 

Mr. Newton. I can not conceive of his not coming immediately, just as soon 
as he receives my wire, which means that he would be here in time to be heard 
on Monday. 

Mr. McLaughlin of Michigan. Yon can wire him to come here as soon as 
he can and then we can hear him on Monday. 
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Mr. Rainet. I submit the motion ttieD that we hear the gentleman from Min- 
nesota on Monday. 

The Chaibman. Mr. Raine3% do you couple with that a motion that the hear- 
ingse be closed definitely on Monday? 

Mr. Rainey. No; I would not, because I do not want to preclude anyone 
from having a chance to be heard, who can give information on the matter. 

Mr. TiNCHEB. Then I move to amend the motion by moving that the hearings 
be closed on Monday. I do not want to preclude the Ck)ngre8s from having a 
chance to consider this bill at this session. 

Mr. McLaughlin of Michigan. Are you going to do that in face of the fact 
that you do not know* what Mr. Jacob.son is going to say on Monday, and he is 
one of the most interested men in this matter in the country. 

Mr. TiNCHEB. No; but if we postpone the hearings, somebody will be here 
Monday and want the committee to hear somebody else the following week. 

The Chaibman. It ought to be definitely known just what the committee is 
going to do, and everybody should be given an opportunity to be heard. So far, 
there have been no requests of this sort, but Mr. Jacobson represents a big and 
important State and is entitled to be heard. 

Mr. AswELL. Suppose Mr. Jacobson comes here Monday and opposes the bill 
and then It becomes necessary' for somebody to appear in favor of the bill. I 
think it would be unwise to shut out anybody from being heard in this way. 

Mr. TiNCHEB. We could have another motion made at that tinae. If it is the 
understanding that we are going to close the hearings Monday, they will all be 
here, and if it is the understanding we are going to kill this bill from time to time 
by continuing it over another week, that is another thing. 

Mr. McLaughlin of Michigan. I think everybody knows that it is the feeling 
of the committee that they want to close these hearings as soon as possible, but 
without knowing what Mr. Jacobson is going to say, the committee itself may 
want to hear some one besides Mr. Jacobson. 

The Chaibman. Tou have heard the question. 

Mr. PuBNELL. What is the question? 

The Chaibman. State your amendment, Mr. Tincher. 

Mr. TiNCHEB. That we hear Mr. Jacobson Monday and that we close the hear- 
ings on Monday. 

Mr. AswELL. The motion is to hear Mr. Jacobson and Mr. Tincher*s amendment 
and to close the hearings Monday. 

The Chaibman. The amendment of Mr. Tincher comes up first, to close the 
hearings on Monday. All those who are In favor of the motion say aye and 
those opposed, no. The noes have it. 

Mr. TiNCHEB. I will ask a roll call on that, 

Mr. KiNCHELOE. I am like Mr. McLaughlin, and I do not think there is any 
doubt but what we will close the hearings on Monday, and I want the bill to be 
passed on as soon as possible, but I am frank to say that so far as I am con- 
cerned, I am seeking all the light I can get in view of the fact that this is a new 
departure. 

Mr. TiNCHEB. And I want to know whether we are going to get the bill out 
or not. 

Mr. VoiGT. If the committee should decide Monday that further time is 
necessary, we could take that matter up then. 

Mr. TiNCHEB. But If we do not have an understanding that we are golnp to 
close the hearings, we will not get the bill out. 

Mr. RiDDicK. I think we all want to close the hearings on Monday unless some- 
thing should develop that would make it inadvisable to do that. 

Mr. TiNCHEB. Yesterday, with all the grain trade here, we asked them how 
much time they needed and they said they could close to-day. I am perfectly 
willing to be fair in this matter, but I do not want to have the legislation cut off. 

(A roll call having been ordered, the clerk announced there were 8 ayes and 
6 noes, so the amendment was carrle<l.) 

The Chaibman. The question is on the motion as amended. 

(The question having been put, the chairman announced that the motion a^ 
amended was adopted.) 

The Chaibman. Who is the next witness? 

STATEMENT OF MB. FBEDEBICK B. WELLS, VICE PBESIDEKT OF 

F. H. FEAVEY A CO., MINNEAPOLIS, MINN. 

Mr. Wells. Mr. Chairman and fsentlemen, of necessity I will have to cover 
more or less of the ground coveretl by Mr. Gates yesterday, but I think that 
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possibly my viewpoint may in some respects differ from his in tliat I and, in 
fact, all the outside markets which in company with Mr. Gates I represent 
have slightly different interests in certain lines from the great central market 
of Chicago. In other words, our chief interest is in the use of the markets 
from the standpoint of cash grain handlers. 

I will confess that when I listened to the statement of Mr. Morrill, Solicitor 
for the Department of Agriculture, on the first day of the hearings* I was left 
vith the impression that this committee was possibly more interested in put- 
:'nj: out a bill which might be declared constitutional by the courts than in 
(loveloping a bill which would accomplish the results which they desired with- 
( nt inflicting a hardship upon the marketing system of the country, and I 
will have to confess that that impression has not as yet been entirely dis- 
pelled. I am not going to attempt to argue the legal phases of the bill, but 
from a layman's point of view there are certain portions of Mr. Morrill's testi- 
mony upon which I would like to comment, because they seem to be of vit^ 
import from a grain man's standpoint as well as from that of a lawyer. 

Great stress was laid upon the decision in the Packers and Stockyards case, 
aud I would like to read Mr. Morrill's final statement In regard to that decision. 
He says : 

"In the packers and stockyards decision — and In referring to the packers 
and stockyards decision I do not mean to imply that the proposed regulation 
of the future exchanges is strictly comparable with the Packers and Stock- 
yards case, because there is quite a fundamental and essential difference 
between the two, still there are certain statements made in the packers and 
stockyards decision that have a bearing upon the matter before you." 

Now, I would like to point out very briefly the fundamental and essential 
differences to which Mr. Morrill refers. 

You are all familiar with the packers and stockyards decision, and even a 
layman, I think, can pick out certain very clear distinctions between the matter 
covered by that decision and the subject now before you for consideration. 
In the first place the object of the bill. The object to be secured by the act was 
the free and unburdened flow of live stock from* the ranges and farms of the 
West and Southwest through the great stockyards, etc. Now, the object of 
the bill Ijefore you for consideration is not to secure the free and unburdened 
flow of grain from the farms of the West and Southwest to the consuming and 
distributing centers. The object is to control a method of doing business which 
has been declared Intrastate and which, if it has any connection at all with 
interstate commerce, is decidedly indirect and purely Incidental. 

Mr. TiNCHEB. Mr. Wells, I can not see where you see any difference at all 
between the two propositions. There was not any complaint in the stockyards 
legislation that they were mistreating the stock or not feeding the stock or 
anything like that, but it was purely a matter of handling that property, which 
certainly can not be any more of a public necessity than handling the grain 
in such a way that the producer and consumer have fair treatment in commerce. 

Mr. Wells. May I just go on, Mr. Tincher, and develop the thought which 
I have in mind, if it is worthy of consideration? 

Now, the reasons for the stock yards act were as follows : 

" The chief evil feared is the monopoly of the packers enabling them unduly 
and arbitrarily to lower prices to the shipper who sells " — 
j There is no claim made in the record so far as I can find that future trading 
[Unduly and arbitrarily lowers prices to the shipper or that it produces a 
'monopoly. 

Mr. TiNCHEB. The entire claim made is that the manipulation of future 
trading lowers the price to the producer and does not help the price to the 
consumer, and the two things are absolutely on all fours, and that has been 
the case throughout the record. I do not think any witness w)io has testified i 

for the leg slation \ 

Mr. Wells (interposing). That is your individual view of what is shown 
in the record, but I can not find that it is in the record as coming from people 
competent to make such statements. There were a number of people who 
spoke before this committee, whose statements were based upon prejudice 
rather than upon experience. 

Mr. Tincher. Well, I will give you a citation so that you may look this up 
in the record: Hoover, Julius Barnes, and the gentleman who appeared here 
yesterday, Mr. Gates, Mr. Wells, and all of them admitted that manipulation 
was possible, some said it was hardly probable, but all admitted that it had 
happened in the past and all admitted that under the present system it was 
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possible for it to happen again, and I will .give you a specific instance. Mr. 
Barnes, who knew as much about it as anyone, admitted the manipulation 
practiced by the English when they came over here to purchase wheat, when 
they bore down the price of wheat and then purchased the wheat from the 
producer at a less price than the former market price. 

Mr. Wells. Those are abnormal and unusual happenings and no part of 
the constant practice. May I continue with my comments on the reasons for 
this act 

Mr. TiNCHEB. Tes; but I thought we could get along better if we had both 
of our views expressed. 

Mr. Wells. Yes. 

"Another evil which it sought to provide against by the act was exorbitant 
charges, duplications of commissions, deceptive practices in respect of prices, 
in the passage of the live stock through the stockyards." 

There are no such charges as regards the handling of grain made in the 
record so far as I can find. 

Another reason for the act or justification was "expenses incurred in the 
passage through the stockyards necessarily reduce the price received by the 
shipper." 

I think the testimony before this committee in the hearings on H. R. 5676 
and before that on H. R. 2363 show that the margin exacted on grain from the 
producer to the ultimate consumer was smaller than on any other commodity 
handled anywhere else in the world. 

Mr. TiNCHEB. But they also showed, without any contradiction, that every 
bushel of grain was dealt in as many as 40 or 50 times. 

Mr. Wells. And referring again to Mr. Hoover, Mr. Hoover said it did not 
make any difference if it was 100 times, that that loss fell not on the pro- 
ducer but on the insurer or the underwriter who carried the risk. Now, here, 
it seems to me, is the great difference. In justifying Federal restraint, this 
statement is made : 

"Whatever amounts to more or less constant practice and threatens to 
obstruct or unduly to burden the freedom of interstate commerce is within 
the regulatory power of Congress under the commerce clause, and it is pri- 
marily for Congress to consider and decide the fact of the danger and 
meet it." 

Now, the practices which were to be regulated under the packers and stock- 
yards act were, apparently, according to this statement, more or less constant 
practices. 

Granting, for the sake of argument, that manipulation has at times taken 
place in the grain market, it has been the abnormal, it has been the unusual, 
and it has not been more or less constant. It could not have been more or less 
constant because had that happened, the whole hedging system would have 
broken down, and I would like to call your attention that I am, interested in 
the use of the. futures market as a hedger, a handler of cash grain. Manipu- 
lations I deprecate as much as any one deprecates it, but I do say that it is 
the unusual thing and is not the constant thing. It Is the thing which happens 
under abnormal conditions. It is a thing which is made possible only by ab- 
normal conditions and in the absence of abnormal conditions manipulation can 
not and does not take place. 

Mr. TiNCHEB. Would it be your theory, since you are addressing yourself to a 
legal proposition, that the courts would say they could only regulate such 
manipulation where it was a normal condition and not where it was a possible 
condition brought about by abnormal times? 

Mr. Wells. They state "more or less constant practice. " 

Mr. TiNCHEB. Do you think they meant to confine themselves to constant 
practices? 

Mr. Wells. I do not know. I am simply giving a grain man's view of 
wherein the conditions surrounding this decision differ from the conditions 
which would exist in the enactment of a statute such as you propose; that is 
all. 

Now, I want to call your attention to one thing which possibly has been 
brought to your attention before, but I think it is overlooked very often and 
that is, it is quite different thing to regulate future trading and to regulate a 
business like the handling of live stock. Future trading to be of any benefit 
and have any economic value requires a volume of trade. It requires the 
presence In tJie market of Individuals, traden, other than those who are directly 
and constantly engaged In the handling of grain. Unwittingly, very likely, bat 
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actually those traders take the part of underwriters. They underwrite the rist 
of fluctuation In price. There is nothing to compel them to come into the mar- 
ket. There is nothing to keep them in the market unless they think there is 
an opix)rtunity for them to make a profit. The moment you surround a market 
with arbitrary rules and regulations, the moment you create any uncertainty 
as to the validity of a contract or as to whether the terms of a contract could 
in any way be changed, that moment you drive this trader — call him speculator, 
call him gambler, if you will, but in actual fact., he is an underwriter of the 
risk — you drive him from the market. When ypu drive him from the market 
your whole insurance fabric is gone. Now, it does not take very much to accom;- 
plish that. 

We have seen in Minnesota in tlie last year and a half a situation develop 
which renders our Minneapolis market and the Duluth market of relatively 
little value to the hedger as compared to the markets which were in existence ' 
prior to Government administration during the war. 

Almost immediately after the termination of Government control, when 
our markets were opened there began agitation for the elimination of future 
trading or restrictions around future trading, the doing away with short sell- 
ing and all sorts of restraints upon the futures markets. Coincident with that 
agitation, which started out in our part of the country as State agitation and 
rapidly became Federal or national, came a falling off in the volume of 
trade until to-day there is traded in the Minneapolis market less than one- 
third of the pre-war volume. There has been no such falling off in the crops. 
There has been no such falling off in the milling activities. There has been 
no such falling off in the elevator activities, but the fact remains that the 
volume of future trading in the Minneapolis and Duluth markets — and the same 
thing is true in Kansas City-^has fallen off to such an extent that those 
markets at times are very unsatisfactory from a hedger's point of view. I am 
talking purely as a hedger. 

Mr. Clabke. Is your conclusion from that the same as Mr. Gates's, that when 
business conditions generally are at a lower ebb, your trades in grain futures 
and the rest of it increase proportionately? 

Mr. Wells. I could make no statement as to that, Mr. Clarke, because I 
am not engaged in handling futures for anybody else. I simply use them as 
insurance against cash grain. 

Mr. KiNCHELOE. Do you think the falling off in volume and in activity has^ 
affected the price to the grower any? 

Mr. Weixs. I do not think there is any question about it. 

Mr. AswELL. In what way has it affected the price to the grower? 

Mr. Weixs. It has affected the price because at times when a man wishes 
to hedge now there is an absence of buyers, and the market sags and sags until 
it reaches a level where some trader is willing to make a purchase. In other 
words, you can not execute a trade to-day in the Minneapolis market — an offer 
to sell 10,000 bushels of wheat, for instance, within a range of a quarter of a 
cent, and that was common before the war. 

Mr. AswEu:^. What has caused this falling off — the agitation? 

Mr. Wells. The falling off came as a result of this constant agitetion against 
future trading and the fact and belief among uninformed peopjL'that future- 
trading was under such restraint that you could never tell whether you would 
be allowed to complete your contract or whether it would be closed out at any 
time, prejudicial to your interest. 

Mr. Kincheloe. When did the legislature of Minnesota pass the first act 
undertaking to regulate trading in grain? 

Mr. Wells. In February, 1921. The markets were reopened, I think, in ^uly^ 
1920, and it was during the following winter. The agitation began in the Fall,, 
immediately following the opening of the market. 

Mr. As WELL. Was that agitation by the grain producers? 

Mr. Wells. The agitation was largely political. 'The agitation originated,. 
I think, with some of the radical farm organizations. 

Mr. PuKNELL. What effect did declaring section 4 of this act to be unconstitu- 
tional have on the market? 

Mr. Wells. It had no effect, in my judgment. 

Mr. PuRNELL. There was no natural or artificial result coming from it? 

Mr. Wells. I do not think there was any whatsoever. I know so far as the 
men with whom I am brought in contact are concerned, the tendency was to 
be rather despondent because we felt that something worse would probably be- 
evolved, and we were not disappointed. 
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Mr. JoNBS. Then why did you attack the act? 

Mr. Wells. We did not attack it. 

Mr. Jones. Who was responsible for the attack? 

Mr. Wells. A group of members of one exchange attacked it as affecting 
their x^roperty rights. 

Mr. Jones. What exchange was that? 

Mr. Wells. Th^ Chicago exchange, and of course it was natural it should 
be that exchange because they have by far the largest business. 

Mr. Jones. They have the biggest wheat market in this country? 

Mr. Wells. They have the biggest futures market in the world. 

Mr. AswELL. Did your board of trade join them in that suit? 

Mr. Wexjj9. Our board of trade and every other board of trade refused and 
every contract market refused. Furthermore, we came down here and in 
collaboration with the Solicitor of the Department of Agriculture we agreed 
upon the rules and regulations which would be necessary in order to become 
contract markets. 

Mr. Rainey. And the Chicago Board of Trade did not join in that suit. 

Mr. Wells. No, sir. 

Mr. Kincheloe. A member of the Chicago Board of Trade brought the suit. 
a man by the name of Hill, and employed the attorney for the Chicago Board 
of Trade to bring the suit. 

Mr. Wells. That is very true, but he was not acting for the Chicago BoanI 
of Trade. Hill's position was exactly the same as that of a minority stock- 
holder. 

Mr. Rainet. I presume that was because the attorney for the Chicago Board 
of Trade necessarily knew all the ins and outs of the matter. 

Mr. TiNCHEB. I really think the Chicago Board of Trade wants the legisla- 
tion judging from what Mr. Gates said yesterday. 

Mr. McLaughlin of Michigan. I do not remember definitely about it just 
now, but my impression is that it appears from the record that the board 
of trade as an entity was asked to begin the suit and refused. 

Mr. Wells. They did. 

Mr. Tincheb. And they were made defendants. 

Mr. McLaughlin of Michigan. And the individual members went ahead and 
the court said that they had a right to come In. 

Mr. Wells. That was the situation exactly, Mr. McLaughlin. 

Mr. Claque. Was the attorney for the board of trade removed? I was told 
that the attorney for the board of trade was removed. 

Mr. Wells. No ; I do not think he was removed, but he did not function for 
the board of trade in the litigation in question. 

Mr. Kincheloe. There were eight members of the board of trade that brought 
this suit and they Invited others that wanted to do so to come In. 

Mr. Rainey. Mr. Wells, in your business, do you come in contact with many 
of the producers. 

Mr. Wells. I come in contact with a great many of the producers. 

Mr. Rainey. Do you find any considerable agitation for the passage of sucli 
a bill as we have before us among the producers? 

Mr. Wbxls. I have found no agitation for such a bill among those who knew 
anything about the marketing system. I can say furthermore that in contact, 
and frequent contact, with members of the. Farm Bureau Federation I find 
no inclination on their part to do anything to break down the present marketlnj! 
system. 

Mr. AswELL. Was there- anybody running for office out there on this issue? 

Mf . Wells. No ; I think not. 

Mr. Kincheloe. There is agitation among the farm organissations, indudiiUE 
the Farm Bureau, that they be permitted to become members of the board of 
trade and at the same time prorate their earnings, is there not? 

Mr. Wells. There is among some farmers' organizations, and I will come t«» 
that, if I may, in my consideration of the bill. 

The Chairman. Do we understand you to say that the farmers* bureaus are 
opposed to this bill? 

Mr. Wbtxs. No; I did not say that. I said they were opposed to anything 
that would break down the existing marketing machinery. 

The Chairman. That is indefinite. Ju.st what are they for? 

Mr. Wells, I think they are for reasonable supervision which will put the 
Department of Agriculture in possession of the necessary information upon 
which to base recommendations for legislation in the future should that prove 
necessary. 
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The Chairman. Are we to understand that they are opposed, then, to regula- 
tion? 
Mr. Wells. I can not say how they stand officially on that. 
Mr. TiNCHEB. I think it is only fair to have it in the record that the Farmers' 
Union, the Farm ^Bureau, the Grange, and the Equity are for this legislation 
and for this bill. If it is necessary to have them come here and repeat their 
statements, we can do that. I have been In communication with their offices 
here mi that matter. 

Mr. WELI.S. I am not pretending to speak for those organizations. I am only 
speaking for the men with whom I come in contact. 

The Chairman. You said you had conferred with many of them and had 
some knowledge of their position. 

Mr. Wells. I never said, Mr. Chairman, that they were opposed to this bill. 
I said they were opposed to anything that would impair the efficiency of the 
existing marketing machinery. 

The Chairman. That is very indefinite. Of course everybody is in favor of 
that. 

Mr. PuBNELL. Do they think that this bill will have the effect of impairing 
the present marketing machinery? 

Mr. Wells. I do" not think that any of them have had an opportunity to 
know what this bill means or what it will do. This bill, i](i my opinion, will lead 
to endless litigation, because it leaves open so many questions that will have 
to be determined sooner or later. 

The Chairman. Now, that is the position that was taken by the gentlemen 
who appeared before this committee in opposition to the cotton futures act. 
We passed- a law with reference to cotton futures. We do not pass laws or 
report out bills for the purpose of killing off anybody, but what we are trying 
to do is to provide for regulation ; that was the purpose of the cotton futures 
act I know of no opposition to that act now. Would you be willing to accept 
that same kind of a bill with reference to future trading in grain, the same rules 
and regulations that are provided for In the cotton futures act? 
Mr. Wells. So far as they are applicable. 
The Chairman. This bill does not go that far. 

Mr. Wells. I beg your pardon. The cotton futures act does not regulate 
cotton exchanges in any way except on the grades that may be delivered on 
future contracts and the variations in price between the contract grade and the 
grades which may be delivered on contracts. 

The Chaiuman. That is what was contemplated, that is what you are ob- 
jecting to. 
Mr. Wells. That is only one feature. 

The Chairman. If you were willing to accept what is in the cotton futures 
act I would be perfectly willing to accept that right here, but I have given up 
any hope of going that far in this bill. I tried to get a few similar provisions 
in the first bill but they were objected to ; the bill went to the Senate, and came 
back from the Senate with amendments. They might just as well have 
stricken out everything after the enacting clause. We did put a few things 
back into the bill, and after conference it was passed about as it w^as reported 
from this committee ; whoever submitted those amendments in the Senate cer- 
tainly did improve on the House bill. If the exchange itself had written the 
amendments it could not have prepared amendments more satisfactory to the 
exchanges. Now, if it is the purpose to write a bill of that kind, which means 
nothing after it is enacted, what is the use of spending any time on it? If you 
are prepared for regulation that means something and gives the Secretary of 
Agriculture or somebody else the power to regulate these matters, then let us 
Ko on and prepare a bill ; but if you are absolutely opposed to anything of that 
kind, what is the use of spending any time on it? 

Mr. Wells. Mr. Chairman 

The Chairman. You will have to be either for or against regulation, and if 
you are for regulation, what kind of regulation shall we have and what pro- 
visions shall we incorporate in the bill to provide for that? 

Mr. Wells. In the first place, reference is made to the cotton futures act, 
when that act does not pretend to say what form of reports shall be made, 
and does not pretend to say what members shall be admitted. 

The Chairman. It is not necessary to discuss that at length. It provides for 
the determination of the commercial differences, also determines the standards 
and grades to be delivered. 
Mr. Wells. Yes ; that Is all. 
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The Chairman. And they are the official standards. That was suggested in 
this bill you were opposed to that you did not think that ought to go In. That 
is the very important part of the legislation. What we have in this bill 
, here is simply a matter of publicity. Very well, as far as it goes, but it 
seems if anybody stands for legislation at all, they can not stand for anything 
less than what is in this bill. It may need some amendment, but unless we 
have a bill worth something, what Is the use of spending weeks on hearings 
and taking up the time of the committee all the summer on sometliing that does 
not amount to anything? 

Mr. Wells. If I may, I will proceed with a very brief discussion of the bill 
itself. 

Passing over section 2, with its subdivisions (a> and (b), which contain a 
large amount of new matter and are really just definitions to which no objec- 
tion is raised, we come to section 3, which is a recital, as I take it, of the rea- 
sons for imposing governmental regulations upon future trading. I wish to go 
on record as saying that after looking over the record before this committee I 
find nothing that would justify the words on page 4, line 5, beginning with the 
last word: 

" That the transactions on such boards are extremely susceptible to specula- 
tion, manipulation, and control and sudden or unreasonable fluctuations in the 
prices thereof frequently occur as a result of such speculation, manipulation, or 
control " — 

Skipping do\^Ti to line 12 — 

"And makes such business unsafe and uncertain from time to time." 

As I say, I fail to find in the record any testimony from men of experience that 
transactions are extremely susceptible to speculation, manipulation, and control 
It has been admitted that at times, under abnormal conditions, there have been 
evidences of manipulation, possibly there has been manipulation, but it is not a 
continuing feature of the markets ; it is something which happens in all kinds 
of markets under abnormal conditions. 

Mr. VoiGT. Mr. Wells, right there, let me ask you this : If this sort of manipu- 
lation can take place under abnormal conditions, then it seems to me we ought 
to have some regulatory power in existence to avoid the manipulation, no matter 
under what conditions it occurs. If your statement is true that the manipula- 
tion takes place only at rare times and that ordinarily the market runs along 
in an orderly and honest course, then do you think that any Secretary of Agri- 
culture would interfere with the markets except in case of manipulation? 

Mr. Wells. I think that the provision which is made in this bill later on, 
requiring the boards to restrain members from manipulation, together with the 
penalty which Is inflicted upon any individual who attempts manipulation, 
would have the effect which is desired. I think that the moment that power is 
put In the hands of anyone, whether the Secretary of Agriculture, or whoever 
it may be, at that moment you create the uncertainty and doubt in the minds 
of traders to which I referred a few minutes ago, which drives them out of the 
market. 

Under the Minnesota law there have been no prosecutions ; there have been no 
threats of prosecution ; but nevertheless traders have left our market because 
there was on the statute books a law, which, perhaps. Is and perhaps Is not con- 
stitutional, but it is there, and they fear that law might be enforced to their 
loss. 

Mr. KiNCHELOE. Do you think the Minnesota law is more drastic than tWs 
bill? 

Mr. Wells. In some ways it Is ; in some ways not. 

Mr. KiNCHELOE. I mean, as a general proposition. 

Mr. Wells. Well, nobody knows what It means. I think that in some ways 
it is more drastic. 

Mr. KiNCHELOE. You mean the State law Is? 

Mr. Wells. Yes. 

Mr. TiNCHER. I am not willing, Mr. Wells, to let your statement with ^efe^ 
ence to the record go unchallenged. I do not want to extend this discussion 
in the record, but a certain witness testified before the committee, and I think 
he said, or perhaps he quoted somebody as saying, that gamblers or speculators 
could get together secretly and conspire to affect the prices. 

Mr. Wexls. Yes; that is a quotation from a statement I made, but it is a 
quotation In part. I said they could affect the prices ; that such a thing was t 
possibility ; that they could affect them temporarily. The balance of that state- 
ment was not In the record. 
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Mr. TiNCHia. If they could affect the market temporarily, they could prob- 
ably affect it long enough to get the grain out of the farmers' hands, at any rate. 

Mr. Wells. No ; I think not. 

Mr. TiNCHER. Right after that testimony you went into some detail con- 
cerning a certain manipulation of the market that was carried on by the 
English buyers, whom you described then as the keenest merchants in the 
world, so far as you knew. That was permissible and possible under this 
system that we are now attempting to regulate, was it not? 

Mr. Wells. That took place when governmental agencies were doing the 
buying, when individuals were eliminated, and as a result of a war-time 
measure. That condition does not exist to-day and never existed before that 
time. ' 

Mr. TiNCHEB. Well, now, the price of grain goes down in the season that 
the farmers have to sell it. If the speculators got together and conspired and 
affected the price all during that season, that would affect the farmers' grain 
in any other season, would it not? 

Mr. Wells. Considering that as a hypothetical case, yes. But taking the 
figures of the Department of Agriculture for a period of 20 years you will find 
that the price of grain in the fall was never at a sufllcient discount under the 
price which prevailed in the spring to pay storage interest and insurance on 
the money invested in carrying the grain. Consequently your statement is, 
hypothetically, all right, but the facts do not bear it out. 

Mr. TiNCHER. Right on that point : If you concede that your present market- 
ing system — as you conceded before the Supreme Court used this language — 
that there was a possibility under that system of speculators conspiring to- 
gether to affect the price of grain, won't you go further and concede in this 
hearing that there is a public interest attaching to this matter 

Mr. .Wells. No. 

Mr. TiNCHEB (continuing). That the foodstuffs of this country, such as grain, 

which is used in every household in the United States and that the farmer of 

, necessity to market in interstate commerce — that that is a question in which- 

there is a public interest? Do you think it would be right to allow one man, 

if it were possible under the system, to affect those prices by manipulation? 

Mr. Wells. No ; I do not ; but I do not think it is possible under the system. 

Mr. TiwcHER. But do you not think there would be a public interest attached, 
if that were true? 

Mr. Wells. I think if there were a constant or frequent practice of affecting 
the priced received by the producer by future trading, there is a possibility that 
there might be a public interest, but I do not think that condition exists. 

Mr. TiNCHER. Let me get your distinction, Mr. Wells. Your distinction is that 
inasmuch as there is only an occasional affecting of the price, perhaps the public 
interest does not attach? 

Mr. Wells. I think that future trading is merely an incident indirectly relat- 
ing to the handling of grain, just as fire insurance is indirectly related to the 
handling of grain. 

Mr. TiNCHER. But when you are claiming for future trading the advantages 
of insurance and the advantage of hedging, how can you say that it is merely 
incidental? 

Mr. Wells. It is an incident. I can get along without future trading, but I 
will have to transfer the risk now carried by the trader to the farmer. In other 
words, I will have to buy cheaper from the producer and operate on a wider 
margin. 

Mr. TiNCHER. Take the May option, for instance, which was $1.48 on the 15th 
day of May and closed at $1.16 on the 31st day of May. I suppose that when 
section 4 was held unconstitutional, leaving the trading absolutely free and 
easy, they just transferred the risk to the farmer, did they? 

Mr. Wells. No ; I do not think it had anything to do with declaring anything 
unconstitutional. 

Mr. TiNCHER. The Chicago newspapers, which I feel sure would not displease 
the Chicago Board of Trade carried the headlines the next day that May options 
had Increased 4 cents a bushel. 

Mr. Wells. You can not claim that the Chicago Board of Trade or the Minne- 
apolis Chamber of Commerce is responsible for the stories written up for public 
consumption by market reporters, because they are not. 

Mr. TiNCHER. I do not charge that, but I do believe that if wheat had gone 
up 32 cents instead of down between the 15th and the 31st of May, the Chicago 
Board of Trade would have claimed credit for that. 
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Mr. \Veij.s. I can only say that if you were in the grain trade you would 
know that the advance in grain was led by the foreign markets. They con- 
trolled the situation. The Argentine and Liverpool markets went up more 
rapidly than our markets went up. 

Mr. TiNCHEK. You cite the Minnesota law and this law that was held uncou- 
stitutional as probably contributing to the decrease in the volume of future 
trading? 

Mr. Wells. Yes. 

Mr. TiNCHER. Now, let me call your attention to this : If you are going to 
account for the decrease in the price of wheat by the decrease in the volume 
of future trading, why, you are welcome to that comparison, because the present 
price of wheat as compared with pre-war prices is more favorable to the pro- 
ducer than the price of any other article I know of. For instance, there never 
was a time in the depression after the war when the price of wheat got down 
as low as it was in the month of August immediately prior to the breaking out 
of the World War, which created a market for wheat. That is not true of any 
other farm product. So I do not see that we can give you any great credit 
for decreasing the volume of trading in futures in the grain market. 

Mr. Wells. I am not citing that decrease in volume as affecting prices par- 
ticularly. I do say I think it has a depressing effect, because there are not the 
buyers in the market that there used to be, and the public generally in the 
market were buyers. 

Mr. Jones. You said, Mr. Wells, that the decrease in buying in the Minne- 
apolis market was due to the Minnesota law. Now, Mr. Gates yesterday com- 
plained of a similar decrease in the Chicago market. The Minnesota law does 
not apply there, does it? 

Mr. Wells. The Minnesota law affected us before any other law came into 
effect. Then came the agitation for a Federal law. It is the agitation that 
has driven the traders out of the grain market. No action has ever been taken 
under the Minnesota law. Illinois agitated for a similar law last winter, and 
that undoubtedly hurt the Chicago market just as directly as the Minnesota 
law hurt the Minneapolis market. 

Mr. Jones. Oh, well, there has been agitation for the last 25 years, to my 
knowledge. 

Mr. Wells. I know ; but the agitation has been far more violent in the last 
two years than it was over any extended period prior to that time. 

Mr. Jones. There have been bills before the House here ever since I have 
taken any interest in politics. They have been introduced, and they have had 
hearings on them from time to time. 

Mr. Wells. Yes ; but the matter has never taken the serious aspect that it 
has in the last two years. 

Mr. Jones. I think it would be fair both to you and to the committee if you 
would give us your idea of the real reason for wheat going down between May 
15 and May 31, if you have reached any conclusion on that subject. 

Mr. Wells. As a matter of fact, I suppose you would find almost any man 
in the grain business more reluctant to express an opinion as to the reasons 
for a price movement than some man out on the curbstone here. I do not pre- 
tend to know what makes wheat go up and down, except with reference to the 
general price levels. As far as any market fluctuations are concerned, I do not 
follow them at aU. 

Mr. VoiGT. Well, what is your suspicion about the reason for that recent 
violent drop? 

Mr. Wells. My suspicion is that the wheat was brought to Chicago and de- 
livered on the contracts, and the short interest in the market was eliminated. 

Mr. Jones. There have been no Government crop reports in that period? 

Mr. Wells. No. There was a' natural congestion, and when it was satisfied 
the price sagged off to where it probably would have been anyway. 

Mr. Jones. There was local congestion in the centers, and the grain that hap- 
pened to be shipped in 

Mr. Wells. Satisfied that condition, down to a level which it would have 
held, probably, but for that congestion. 

Mr. Rainey. And the article that Mr. Tincher referred to in the Chicago 
newspaper merely proved the unfamiliarity that the particular gentleman who 
wrote it had with the grain trade? 
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Mr. Wells. Exactly. I might cite a case right in my own market. As a 
matter of fact, my own market is away above the Chicago market. 

Mr. KiNCHELOE. In price? 

Mr. Wells. In price; yes — away above it. All during the so-called conges- 
tion in Chicago cash wheat in Minnepaolis sold at a premium over Chicago aQ 
the time. 

Mr. KiNCHELOE. The same kind of wheat? 

Mr. TJTells. No ; spring wheat. We are a spring-wheat market. 

Mr. Jones. Has there been any corresponding reduction in the price of flour 
during tiiat period — during the month of May — ^when it practically went down 
32 cents a bushel? 

Mr. WEn:.LS. There has not been that drop in the Minneapolis market 

Mr. Jones. How much of a drop has there been in that period? 

Mr. Wells. I do not know, to tell you the truth ; but I know that our market 
has not dropped as rapidly as the Chicago market. 

Mr. Jones. There is not anything like 32 cents difference in the market? 

Mr. Wells. Yes ; there is. Our July wheat is 32 cents over Chicago to-day, and 
our cash wheat Is 6 or 7 cents over July. 

Mr. KiNCHELOE. Do I understand you to say it is the same kind of wheat? 

Mr. Wells. Thfs is spring wheat. 

Mr. KiNCHELOE. On both markets? 

Mr. Wells. No ; spring wheat on our market and winter wheat in Chicago. 

Mr. Jones. So your future trading and your broad liquid market does not 
seem to keep these violent fluctations from coniinj?. If the price on one board 
of trade is 80 cents higher than on the other, why, the insurance is not worth 
anything apparently. 

Mr. Wells. Yes. Ours is an entirely different market from Chicago; it is 
a different entity. 

Mr. Jones. Chicago is purely a future market? 

Mr. Wells. Yes. Why is our market the way it is? Because there is not the 
cash wheat to ship in. 

Mr. KiNCHELOE. Do you not think that might cut a figure in the difference in 
the price? 

Mr. Wellb. Yes; it is scarcity. 

Mr. KiNCHELOE. Spring wheat sells for more than fall wheat, does it not? 

Mr, Wells. Generally, but it is the scarcity of spring wheat at the present time, 
at the tail end of the crop, that affects our market. But it has not been my 
intention, gentlemen, to go into this question of prices, because you can argue 
that out as far as you like and not get anywhere oh it. It is just the general 
principles I want to touch upon. 

The Chairman. It is suggested at this end of the table that that has been 
gone over. Perhaps you had better devote yourself to the changes you desire to 
suggest. 

Mr. Wells. If you will let me continue with my consideration of the bill I 
will suggest changes as I come to them. 

In connection with section 3 I have said that I do not believe the record 
afforded a foundation for that statement 

Mr. JoNE^i. Every one of you gentlemen has spent a great deal of time in dis- 
cussing section 3. That is more or less of a preliminary statement ; it just de- 
clares 

Mr. Wells. I know, but it is the basis for section 4, and it concludes with the 
statement that these conditions recited render regulation imperative for the 
protection of such commerce and the national public interest therein. So it 
is of very great Importance. 

Mr. Jones. It is of importance purely from the standpoint of the legality of 
the bill, and that is all I see. 

Mr. Wells. In connection with section 3 I should like to introduce a report 
which went to the House of Representatives, Report No. 44, Sixty-seventh 
Congress, first session, a report on H. R. 5676. I have read that report carefully, 
and it apparently contains nothing which would afford a basis for the statements 
made in section 3. • 

Mr. KiNCHELOE. That is the report on the original bill as it passed the House? 

Mr. Wells. Yes, sir. 

Mr. TiNCHKB. Well, the new report will be more voluminous, because the 
Supreme Court Is attaching more Importance to the reports now. 
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(The report submitted by Mr. Wells is here printed in full, as follows:) 
[House Report No. 44, Sixty-seventh Congress, first session.] 

• The Committee on Agriculture, to whom was referred the bill (H. R. 5676) 
taxing contracts for the sale of grain for future delivery, and options for such 
contracts, and providing for the regulation of boards of trade, and for other 
purposes, having considered the same, report thereon with the unfinimous 
recommendation of the entire committee that the bill do pass. 

Hearings on a similar bill, introduced on December 6, 1920, were held by the 
committee almost daily during the month of January, 1921, and were con- 
cluded in February. Scores of witnesses were heard by the committee, among 
which were Secretary of Commerce Hoover ; Julius H. Barnes, late head of the 
United States Grain Corporation; Clifford Thome, who had made a careful 
study of the existing situation for the American Farm Bureau Federation, 
and the heads of all of the great grain exchanges of the United States. Every 
angle of future-trading legislation was thoroughly discussed. 

As a result of the great mass of testimony offered the committee during the 
last session of the Sixty-sixth Congress, House bill 2363, taxing contracts for 
the sale of grain for future delivery and options for such contracts, and 
providing for the regulation of boards of trade, and for other purjwses, was 
introduced on the first day of the present session, and referred to the committee. 

A copy of the complete hearings on future-trading legislation, consisting of 
a volume of 1.070 pages, comprising the testimony of 80 witnesses, before the 
committee during the last session of the Sixty-sixth Congress, was distributed 
to each new member of the committee, for his perusal and study ; and the infor- 
mation contained therein was examined carefully by the new members. Daily 
hearings on the new measure were held by the committee for one week, at 
which hearings the grain exchanges were again represented, as well as all 
other interests. 

At the close of the hearings the committee were in complete accord in the 
recognition of the fact that the legislation would be beneficial and should be 
enacted ; and the bill as agreed to was reintroduced on May 3, 1921, and des- 
ignated as H. R. 5676. It meets the views of the entire membership of the 
committee and is in complete consonance with the views of the Secretary of 
Agriculture. It has also the indorsement of the trade in general, of the farmers 
and people interested in agriculture, including the National Grange, Farmers' 
Union, American Farm Bureau Federation, and of the consuming public. 

This measure will absolutely wipe out of existence the practice of "puts" 
and " calls," " ups " and ** downs," and " indemnities." And while it will not 
abolish speculation or what is known to the trade as the " legitimate hedge," 
it will absolutely destroy manipulation, and it will make, for uniformity among 
all markets. 

Mr. RiDDicK. Mr. Wells, in your judi?ment, did the biU as originally passed 
interfere with the flow of grain from the producer to the consumer? 

Mr. Wetxs. No. 

Mr. RiDDTCK. But you think this bill does? 

Mr. Wells. Well, I think the bill as it is does interfere with ^the hedging 
markets. 

Mr. RiDDicK. Did it interfere with the flow of grain from the producer to 
the consumer, at the proper price? 

Mr. Wells. I will answer that by saying that in my opinion, based on 30 
years* experience, there is nothing in future trading that interferes with the 
flow of grain from the producer to the consumer. 

Mr. TiNCHER. Well, the price of grain would affect the flow, would it not? 

Mr. Wells. It never has been demonstrated that the price of gtain affects it 
in any way except favorably, taking it by and large. 

Mr. TiNCHEB. But I say, would the price of grain affect the flow of grain In 
commerce? 

Mr. Wells. Prices do not affect the flow so much as the relative prices of 
markets. 

Mr. Tincheb. All right. Do the relative prices affect the flow of grain? 

Mr. Wells. The relative prices affect distribution, but they offer no impedi- 
ment or obstruction whatsoever. It would affect the distribution, the available 
supply going to those centers of distribution where the supplies were required 

Mr. Tincheb. Now, then, your statement that pric*es would affect distribution, 
or flow 

Mr. Wells. Relative prices. 
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Mr. TiNCHER (continuing). And your statement or admission that specu- 
lators can conspire together to affect the price | 

Mr. Wells. I have not made the statement that speculators can conspire 
tojrether to affect the prices. I said that if they conspii-ed together it might 
affect prices. ; 

Mr. TiNCHEK. I quoted your previous statement to this committee. 

Uv. Wells. And that is explained in that record. i 

Mr. Jones. Do not people generally speculate more on the future market | 

when wheat is going up? | 

Mr. W^ells. Yes. 

Mr. Jones. And is not the falling off in trading on your exchanges in large 
measure attributable, probably, to the fact that in the aftermath of the war 
there has been a continuous dov^^nward tendency in all products, wheat and 
other products, and therefore the man who is inclined to speculate, the outsider, 
who furnishes a good part of the market, is not inclined to speculate as much ? 

Mr. Wells. That is true to a great extent, but at the same time we have not 
had the buying power which you would expect, even under the conditions which 

existed. 

Mr. Jones. You have not had enough bears to take care of the production? 

Mr. Wells. We have not had enough bulls to take care of the hedges that 
were offered. 

Mr. Jones. But that would naturally follow from a gradually sagging market? 

Mr. Wells. That is more marked in a sagging market ; yes. 

Now, gentlemen, on section 4 I have no particular comments to make. 

In section 5 we come to subdivision (a), on page 6, line 8. I object most 
strenuously to the words added at the end of that subdivision, " approved by 
the Secretary of Agriculture for the purpose." Mr. Morrill tried to justify 
the addition of those words the other day by citing the case of a tiny little 
market down in the Southeast somewhere that applied for designation as a 
contract market, which they would have to refuse because of the fact that they 
had no satisfactory weighing and inspection facilities. 

Now, that is not the on^y requirement. If the market were of the character 
described by Mr. Morrill, it would be precluded from designation by the balance 
of that definition : 

" Where cash grain of the kind specified in the contracts of sale of grain for 
future delivery to be executed on such board is sold in sufficient volumes and ' 
under such conditions as fairly to reflect the general value of the grain and the 
differences in value between the various grades of such grain." 

Now, a market such as Mr. Morrill described could not receive cash grain 
in sufficient volume to reflect these various conditions required for designa- 
tion. Refusal does not have to be based solely on weighing and inspection 
service. Furthermore, if it received a sufficient amount of grain to reflect 
those various conditions, then it must of necessity have officially recognized 
inspection and weighing. 

Mr. TiNCHEE. But you will concede, of course, that a place to be designated 
as a contract market should have sufficient facilities for weighing and grading? 

Mr. Wells. Absolutely; there is no question about it, and they should have 
been recognized. That means that they must be recognized by the producer 
and by the trade at large, who have used them and are satisfied. 

Mr. TiNCHEE. Of course, you understand that in this bill there is no provision 
or suggestion that the Government would do any weighing? 

Mr. Wells. No ; but they may do it just the same. 

Mr. TiNCHER. No. The Secretary must approve of the weighing and grading 
facilities of the place before he can designate it as a contract market. Why 
is there any objection to that? 

Mr. Wells. There is great objection, beqause we have ^fetablished * in Min- 
nesota a weighing system second ta ncme in the woYld. We have an Inspection 
system which, prior to the Federal j^tandard, was acknowledged all over the 
world. ^ ^*^' 

Mr. TINCHEE. Do you think the Secretary of Agriculture would be justified, 
or would contemplate for a moment saying that that was not a sufficient 
weighing and grading system? 

Mr. Wells. I do not 'say that he would ; no. But, I say, why grant him the 
power to upset a well-organized, well-known system? 

109705— 22— see cc 5 
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Mr. TiNCHER. Well, to whom would you grant it? Somebody must have it, 
because, as you say, we must have sufficient weighfng and grading. Somebody 
must have that power. Whom would you give that power to? 

Mr. Wells. That power is in the States now. 

Mr. TiNCHER. Well, but your State grades my wheat if I ship it in from an- 
other State. I ought not to have to rely on that. Whom would you rather leave 
it to- — 44 States — to see that this weighing and grading is all right or to the 
Secretary of Agriculture? 

Mr. McLaughlin of Michigan. Mr. Wells, it seems to me you would not 
give the Secretary of Agriculture authority even to approve this system? 

Mr. Wexls. I would not make its acceptance subject to the approval of the 
Secretary of Agriculture. I do not think it is a safe thing to do, Mr. McLaughlin. 
You are having a dispute now under the stockyards act. 

Mr. TiNCHER. Not now. 

Mr. Wells. Well, you were. 

Mr. TiNCHER. Oh, they did have a law up in Minnesota — and since you have 
mentioned it I will cite it as a reason why the Secretary of Agriculture should 
have that power. They had a law up in Minnesota under which they would 
take my cattle, if I shipped them from Kansas up there, and weigh them and 
charge me for it, and pay the State officers a salary for it, when the cattle were 
in interstate commerce. Of course, the court knocked the law out the first time 
they had a chance at it. If you offer that as a reason why the Secretary of Agri- 
culture should not have that power, I think most of the members of the com- 
mittee would consider it a good argument for it. 

Mr. Wells. I will tell you where I am selfishly interested in this. In the 
first place, I do not believe in centralizing that power, so to speak, in a de- 
partment. I have been in a department, and I know how they are constantly 
reaching out for more and more. That is a fundamental objection. 

On the other hand, the elevators within the State of Minnesota are under 
the control of the railroad and warehouse commission. The weighing in those 
elevators is under the control of the railroad and warehouse commission. Now. 
I, as an operator, do not want to be placed in a position where the Federal 
Government and the State government can come in conflict and leave me up 
in the air, and I have got to follow the railroad and warehouse commission in 
everything I do. 

Mr. TiNCHER. I do not contemplate any trouble for you along that line, but 
vt will say this, that the provision in the stockyards act, regardless of the fact 
that the packers, with the best legal representatives in the world, were here 
telling us that we would have rack and ruin if we passed that law — I believe 
that provision has produced better feeling in the trade generally and has done 
more to induce men to go back into the live-stock producing business than any- 
thing that has happened in Congress for a long time. 

Mr. Wells. I know nothing about that, but you can see my position as a 
grain man in Minnesota.*/ 

Mr. Rainey. I will have to disagree with Mr. Tincher as to that — ^not that 
particular law, because the bill that this committee finally reimrted out ad- 
justed the differences in a way that will probably be helpful. But there were 
some bills here that would probably absolutely destroy the live-stock industry 
if thev had become law. 

Mr. TiNCHER. Oh, they would never get through Congress. 

Mr. Wells. In the bill as it stood, in order to receive designation as a ani- 
tract market a market had to ha\'e officially recognized weighing and in8|)e<- 




to grant the designation. But I do not believe in putting into a bill of this 
sort any direct, explicit authority which is not required, on the theory that it 
might be required some time. That need can be met when it arises. 

Then we come to subsection (b), which provides for the making and filiiifJ of 
reports. There is no great difference of opinion except as to this. The rea- 
sons which Mr. Gates advanced yesterday for having the reports submittal 
directly by the members were entirely valid. In other words, thfe exetnitiv.' 
officers of these boards of trade are in the trade themselves, and it is not fair 
that they should have access to information or the possibility of access to in 
formation which would be detrimental to their competitors in the business. 

Now, after the passage of the futures trading act the representatives of th 
various boards of trade met with the Solicitor of the Department of Agrioul 



GRAIN FUTURES ACT. 63 

tore, and we agreed upon rules which it would be necessary for the boards to 
pass in order to receive their designation. I will submit here, if you will per- 
mit^ a copy of a rule which was agreed upon and which was adopted by all of 
the contract markets as a requisite for admission and designation. 

Mr. Clabke. Just a moment. Who was it that agreed on this? 

Mr. Weixs. The Secretary of Agriculture and the representatives of the mar- 
kets applying for designation. 

Now, the section of the rule which refers to section 5, subsection (b) in this 
act reads as follows. This is a rule that the exchange was required to pass : 

" Section 1. Every member shall make or file such report and keep such 
record of his transactions as he is required to make, file, or keep by subclause (b) 
of section 5 of the act of Congress known as the futures trading act ; and if he 
shall fail to do so he shall be suspended by the board of directors from all privi- 
leges of membership until lie shall comply with the said provisions of said act." 

I think that this indicates what the Secretary wanted and what he was willing 
to accept. Therefore I would suggest that in section 5, subsection (b), line 18, 
the words " by the board " be eliminated and, on line 19, the words " as the Sec- 
retary of Agriculture may direct " be also eliminated. Then, on page 7, line 4, 
I would suggest that the words " the board or " be elim'nnted, and at the end of 
the same line and continuing on line 5 the words " as the Secretary of Agricul- 
ture may direct " be eliminated. 

If that were done that subsection would conform with the rule which the 
Secretary of Agriculture approved and which his solicitor drafted, and it would 
throw the responsibility for the keeping of the records and the ihaking of reports 
upon the members of the boards rather than upon the boards themselves. 

Mr. Jones. You can simply eliminate the language " as the S-^cretary of Agri- 
culture may direct." It would hardly be necessary to eliminate the other. 

Mr. Weixs. " By the board." 

Mr. Tin CHER. How would the Secretary of Agriculture get them to agree to 
that rule if he could not direct them? 

Mr. Wells. He directs the form of keeping the record. 

Mr. Clabke. So that the records of all transactions on any of tliese boards 
of trade would be forwarded to the Secretary of Agriculture direct? 

Mr. Wells. Or the Department of Justice ; yes. It makes the section read this 
way, if I may read it : 

"(b) When the governing board thereof provides for the making and filing 
by any member thereof of reports in accordance with the rules and regulations, 
and in such manner and form and at such times as may be prescribed by the 
Secretary of Agriculture, showing the details and terms of all transactions en- 
tered into by the board or the members thereof, either in cash transactions'* con- 
summated at, on, or in a board of trade, or transiactions for future delivery, and 
when such governing board provides, in accordance with such rules and regula- 
tions, for the keeping of a record by the members of the board of trade, showing 
the details and terms of all cash and future transactions entered into by them, 
consummated at, on, or in a board of trade, such record to be in permanent form, 
showing the parties to all such transactions, including the persons for whom 
made, any assignments or transfers thereof, with the parties thereto, and the 
manner in which said transactions are fulfilled, discharged, or terminated. Such 
record shall be required to be kept for a period of three years from the date 
thereof, or for a longer period if the Secretary of Agriculture shall so direct, and 
shall at all times be open to the inspection of any representative of the United 
States Department of Agriculture or United States Department of Justice." 

That simply throws the burden on the governing body to compel the member 
to furnish such reports as the Secretary may direct 

Mr. Jones. If you eliminate the reference to the board, so as to have the mem- 
bers make the reports, what is the objection to leaving in " as the Secretary of 
Agriculture may direct " ? 

^Ir. Wells. Well, it does not make any difference. That may be left in. 

Mr. TiNCHER. But the Secretary of Agriculture does not want to have to 
look to each individual member; he wants to hold the board responsible to him. 
I agree with you to this extent, that we ought to be able to do it and still 
obviate the necessity of a man submitting himself to the possibility of the board 
examining into the details of his transactions. 

Mr. Wells. The best answer to that is this. Here is the rule which the 
Secretary accepted and which was drafted by his solicitor. That answered his 
requirements, and it was passed by the various boards before they were desig- 
nated as contract markets. 
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Mr. TiNCHER. Of course, it has been discovered since then that he does want 
in that report the names of tlie parties. 

Mr. Wells. I have no objection to that. If I may, I will submit this rule as 
indicating what was accomplished. * 

(The rule referred to by Mr. Wells is here printed in full, as follows:) 
" Section 1. Every member shall make or file such report and keep such 
record of his transactions as he is required to make, tile, or keep, by subclause 
(b) of section 5 of the act of Congress known as the future trading act; and 
if he shall fail to do so he shall be suspended by the board of directors from 
all privileges of membership until lie shall comply with the said provisions of 
said act. 

" Sec. 2. No member shall disseminate any false, misleading, or inaccurate re- 
port concerning crop or market information or conditions that affect or tend 
to affect the price of commodities, and any member who shall knowingly or 
carelessly disseminate such report shall be suspended by the board of directors 
from all privileges of membership for such period as the gravity of the offense 
committed may warrant. 

" Sec. 3. So member shall attempt to manipulate prices of commodities, nor 
corner or attemjpt to corner any grain, and any member who shall knowingly 
or intentionally violate the provisions of this section shall be suspended by the 
board of directors from all privileges of membership for such period as the 
gravity of the offense committed may w^arrant. 

" Sec. 4. The board of directors is authorized to take such otfier steps as may 
be necessary or advisable to make effective subdivisions (c) and (d) of section 
5 of the future trading act. 

"Sec 5. Any member who, under subclause (b) of section 6 of said future 
trading act, shall be deprived of the privilege of trading in contract markets, 
shall be suspended from all privileges of trading on the exchange of this asso- 
ciation for such period as may be specified in the order of the Secretary of 
Agriculture against such member. 

" Any member who shall accept, or execute, an order from any person w^ho 
shall have been deprived of the privilege of trading in contract markets shall 
be suspended from all privileges of membership in this association for such 
time as the directors, in their discretion, shall determine. 

" Sec 6. In order to comply with the act of Congress known as the future 
trading act, it is hereby provided that all rules of this association shall be con- 
strued with reference to, and. shall be deemed subject to, and modified by, the 
provisions of said act." 

Mr. Wells. As far as subsection (c) is concerned 

Mr. McLaughlin of Michigan. You said, Mr. Wells, you were going to submit 
the rule? 
Mr. Wells. I have put it in the record, Mr. McLaughlin. 
Mr. McLaughlin of Michigan. Do you approve that rule? 
Mr. Wells. That rule was passed by all of the markets designated as contract 
markets. 
Mr. McLaughlin of Michigan. That is, it was satisfactory to them? 
Mr. Wells. It was drafted by the Solicitor of the Department of Agriculture 
in connection with representatives from the markets applying for designation. 
Mr. McLaughlin of Michigan. And generally accepted by them? 
Mr. W^ells. It was passed by all the markets. 

Now, we come, on page 8, to section 5, subdivision (d). There is no question 
about the inclination of the boards and their desire to eliminate manipulation of 
prices, and you will notice in the rule which I submitted, and which was adoptetl, 
that they obligate themselves to do everything in their power to accomplish that 
end. You must, however, bear in mind that it Is impossible always to prevent 
the misuse of facilities, no matter whether they are marketing facilities or any 
other ; but the offender can, and under this contract, would be punished for suiii 
misuse. 

I want to call your attention to one more thing, as regards the effect of this 
legislation upon manipulation. Anything that is done to narrow the trade on 
the markets facilitates manipulation. There is no question about that. It is a 
great deal easier to manipulate a narrow market up or down than it is a broad, 
liquid market, because the manipulator does not meet with the opposition that be 
would where there was a great volume of trade. I think you should bear that 
in mind in connection with any restrictions which yon place upon future tniilins 
whidi would tend to limit or reduce the volume of trading. 
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Then we come to the much-discussed subsection (e), relative to cooperative 
exchanges. 

I wish you would bear in mind that the objection to cooperative exchanges is 
not an objection to the organizations as organizations. It is simply an objection 
based on the fact that their method of doing business will make it impossible to 
maintain a uniform commission rule. You can go into any organization in the 
country where commission rules exist, and you will find that where there has 
been a breaking down of a uniform commission rule the results have been en- 
tirely unsatisfactory. Senator Kendrick told us during the hearings before the 
Senate committee that at one time the live-stock exchanges got away from the 
uniform commission rule, and as a result there was a cutting of commissions to 
such an extent that the commission houses lost their financial stability, and 
shippers entrusting their cattle to them often had to face a loss ; and, further- 
more, that it led to the corruption of dealers in the country, because commission 
merchants would go and make them offers, either of cash or of a proportion of 
the commission, in order to influence shipments. It is the breaking down of the 
commission rule that we object to, and not the admission of any class of organi- 
zations. We would be very glad, and have repeatedly offered, to admit to mem- 
bership duly qualified representatives of cooperative organizations, provided 
they were willing to abide by all thCL rules and regulations affecting other 
members. 

Mr. KiNCHELOE. Where do they violate the commission rule except in the 
distribution of their profits? 

Mr. Wells. They do not ; that is the whole basis of it. 

Mr. KiNCHELOE. Well, why did they disarrange and disorganize it, as Senator 
Kendrick indicated, in the stockyards business? 

Mr. Wells. For the simple reason that these cooperative societies, most of 
them, do business for people other than their members. 

Mr. KiNCHELOE. I can not see why that would destroy the equilibrium of 
your rule. 

Mr. Wells. Because you can not ask one man to maintain a fixed commission 
and allow another man to allow to his customer a part of that commission. 

Mr. PuBNELL. Mr. Chairman, I have an engagement before the Senate com- 
mittee, and I desire the privilege of proceeding out of order for just two 
minutes. 

We have one more day under the rule, and some of those who favored reporting 
out the sugar claim of Mr. De Ronde felt that he did not have a day in court, 
and some of us who believed the claim was meritorious and tliat he ought to 
have an opportunity to be heard by the House feel that he should have that 
opportunity on this next day, for at least an hour, or 30 minutes anyway. I 
want to bring that matter to the attention of the committee. 

I move that on Thursday — if that is the day we are to have — the chairman be 
instructed to call up this claim, with the understanding that there shall not 
be more than one hour of general debate. 

(After brief informal discussion the question was called for, and the motion, 
having been duly seconded, was put and was declared lost. A roll call was 
called for, and the clerk of the committee announced that the vote stood: 
Ayes 5, noes 8. So the motion was lost. ) 

Mr. KiNCHELOE. Before the passage of the act would these cooperative organi- 
zations rebate the commissions in the course of the transaction 

Mr. Wells. No ; settlement was made afterwards in proportion to the volume 
of each man's shipment. 

Mr. KiNCHELOE. The thing I can not understand is this. What business is it 
of any other member of the exchange if I go in there and clean up some money 
and make a profit and put it in my pocket, whether I give it to you or keep it: 
myself? 

Mr. W^ELLS. That is not the question. That is not the way it works. 

Mr. KiNCHELOE. How does it work? You say they do not distribute it until 
after the profits are all made and the deal is closed? 

Mr. Wells. They solicit and obtain business on the basis of returning the 
shipper a portion of the commission which he pays, and that is unfair competi- 
tion, and it has always led to a disastrous breakdown of all markets where it 
has been tried. 

Mr. McLaughlin of Michigan. Most of these people with whom business of 
this kind is done join in an association and become parts of an entity, and that 
entity does business and distributes its profits among those who compose the 
association. 
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Mr. Wells. In proportion to the business which they furnished. Conse- 
quently, it is a rebating of the commission. 

Mr. McLaughlin of Michigan. We have often discussed that here, and I have 
got the impression that that was not the principal objection on the part of the 
exchanges to the admission of these cooperative associations. 

Mr. Wells. Were it not for that method of doing business, there is no rule 
on any exchanges* books that would exclude them. 

Mr. McLaughlin of Michigan. And I understood that they failed in some 
other way to comply with the rules of the exchange. 

Mr. Wells. That is the only one they have refused to accept, and they do not 
all refuse to accept that. 

Mr. McLaughlin of Michigan. I do not think I am wrong in saying that 
some of you gentlemen who have not been favorable to the admission of these 
cooperative associations have said that you were not particularly objecting to 
the return of profits. I can not tell now what the objections were that were 
raised, but it seems to me there were other objections than that. 

Mr. Wells. I think not, Mr. McLaughlin. 

Mr. Voigt. There was one chief objection raised, and that was that these 
people distributed their profits back to the people who run the business. 

Mr. Wells. Mr. Young testified in the Senate that over 50 per cent of the 
business done by the Equity Cooperative Exchange was done for outsiders, for 
persons outside of their own membership. 

Mr. Tincher. Of course, you would have a rule which would prevent them 
from distributing profits to such persons. 

Mr. Wells. Yes ; but there is a very easy subterfuge. You can not say what 
their membership fees shall be, and they can charge a man a dollar for mem- 
bership, if they wish. 

But I will say this, gentlemen, that I think the farmers' organizations, work- 
ing with the grain exchanges and the committee to which Mr. Gates referred 
yesterday, are going to work out some solution which will be satisfactory. 

It may be interesting to you to know this. The Northwest Wheat Growers' 
Associated, which is a farmers' organization, handling grain largely, on the 
Pacific Coast, has recently conferred with the chamber of commerce in Minne- 
apolis relative to membership, and the terms were laid down upon which they 
could secure membership. That organization is purely a sales agency for its 
members. They put all of their wheat in a pool and market it, so that the 
question of a commission is not involved at all. They were told that, being a 
nonstock company and nonprofit company, they would have to furnish some 
guaranty to insure the enforcement of their contracts, the contracts into which 
they entered, and they said they were perfectly willing to put up Liberty bonds 
or cash or a fidelity bond of such amount as we might require, and so they are 
coming into the exchapge. 

Mr. McLaughlin of Michigan. You say they are to be admitted, or the action 
that has been taken would indicate they are to be admitted, notwithstanding the 
fact that they give back to their members a portion of the profits? 

Mr. Wells. It is not that. Mr. McLaughlin ; they are purely a sales agency. 
All the grain they handle belongs to their members, and they handle it at cost. 
There is no commission charged at all. The members pay their pro rata share 
of the expense and divide up what is left. The grain all belongs to the organi- 
zation that sells it. 

Mr. Tincher. Do you believe that a man who was not a member of an 
organization of that kind would ship wheat to them simply to get the pro rata 
share of the profits? 

Mr. Wells. I can remember the days when they had no commission rule in 
Duluth, and I know that a quarter of a cent or an eighth of a cent a bushel 
would influence a shipper to go from one commission house to another. 

Mr. Tincher. It would not influence me to do that. 

Mr. Wells. I know; and it would not influence me, either. 

The Chairman. Their representatives are paid a salary, are they? 

Mr. Wells. These Northwest wheat growers? 

The Chairman. I mean the cooperative societies? 

Mr. Wells. Oh, yes. 

The Chairman. Then the profit they make belongs to the association, does 
it not? 

Mr. Wbxls. It belongs to the sales agency, and they distribute it according 
to the business famished by the different shippers. 
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The Chairman. If it is a cooperative association the profits belong to the 
association? 

Mr. Wells. Yes. 

The Chairman. They are entitled to the profits, aren't they? 

Mr. Wells. But that is not the way they work. 

The Chairman. The profits belong to the stockholders of the association, of 
course? 

Mr. Wells. They have no stockholders; that is the point. If they had stock- 
holders and declared dividends like any other corporation, it would be differ- 
ent. But the commission is rebated on the basis of the business furnished. 

The Chairman. It is their money ; it is their profit. 

Mr. Wells. If only the actual producers who raised the grain were ship- 
ping to that agency, then it would not be such a serious matter, but they so- 
licit business outside of their membership on the same basis. 

Mr. Kincheloe. From nonmembers? 

Mr. Wells. Oh, yes ; nonmembers as well. 

The Chairman. Every shipper is a member, is he not? 

Mr. Wells. No. 

The Chairman. Is not every customer a member? 

Mr. Wells. No. 

The Chairman. What is the requirement for membership? It is composed 
of shippers, is it not? 

Mr. Wells. Oh. no. They have to join the association, and they pay a cer- 
tain fee for joining it. 

The Chairman. They have members who pay fees, and they have other 
members that do not pay fees? 

Mr. Clarke. I think the test of membership is the fact that they are pro- 
ducers, and all of their product goes into the pool. 

Mr. McIvAughlin of Michigan. My impression is that if they do business for 
outsiders they ought to charge the regulai* commissions, exactly the same as 
other commission merchants charge. They ought not to do business with out- 
siders on the saine basis as they do business with the members. 

Mr. Clague. In Minnesota I belong to at least three of these cooperative 
societies. We buy not to exceed four shares. The four shares will be $40. we 
will say, or they may be $25 shares. Then we are first entitled to take out 8 
per cent in dividends. I think all o^ our sr^cietie^ provi(^'^ for that. Tlien the 
profits over that are divided just t'^c saine amongst all menil)ers and non- 
members. The difference is that the nonmembers do not get the 8 per cent. 
The members get that 8 per cent on our stock, you see. We have to do that in 
order to get members. Then the nonmembers get their share of the profits, and 
that is a help to the stockholders. We get our 8 per cent in addition to that. 
That i»ays for our stock, and is necessary in order to keep up our organization. 

Mr. McLavghlin of Michigan. It seems to me that that amounts to a splitting 
of commissions. 

Mr. Clague. That is true; but it is a mighty good thing for the farmer or- 
ganiaitions just the same. 

Mr. Wells. There is no question at all that any of these organizations, if 
they wished to incorporate a stock company, could gain admission upon fur- 
nishing a suitable representative, to any board of trade, and I think the whole 
thing is being worked out. 

Of course, it is rather difficult for a layman to find any direct connection 
l)etween special privileges to be granted to members of an exchange and inter- 
state commerce. I will admit I do not quite see where this section (e) belongs 
in this bill. 

Mr. Kincheloe. It was in the other bill. 

Mr. Wells. Yes ; and it was declared imconstitutional ; but this is under the 
interstate commerce act. 

Mr. Tincher. I can tell you why it bears a relation to interstate commerce. 
The Chicago Exchange is either a hindrance or a help to interstate commerce, 
and they are engaged in a business in the public interest. That being true, the 
question of who can be a member of that exchange is certainly a matter that is 
related to interstate commerce. Whether they can bar a certain class of people 
from membership in that great institution is certainly related to interstate com- 
merce. I do not think there would be any question about that. 

Mr. Wells. I was speaking as a layman and without any definite legal ad- 
vice. But our counsel did advise us that this section had no more place in this 
bill than it had in a taxation measure. 
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We now reach subsection (f), section 5, which is entirely new, and which I 
would say is more far-reaching in its effect upon future trading than anything 
that has been proposed. 

A question arose yesterday as to the interpretation placed on this subsection 
by Mr. Gates, and I think Mr. Tincher felt that Mr. Gates misunderstood it. 
I requested a copy of the bill from the Secretary of Agriculture, and he for- 
warded to me a copy, together with comments, and in the comment on subdivision 
(f ) of Section 5 this is stated : 

"Subdivision (f) is a new subdivision, not found in the preceding statute, 
designed to give the Secretary of Agriculture power to deal with the question 
of grades that may be delivered on contract, premiums and discounts, inadequate 
elevator capacity, and any other conditions that may have similar importance 
in relation to the prices and executions of contracts." 

That is a pretty sweeping interpretation of that subsection, but that shows 
w^hat is in the mind of the man who drafted it, apparently, because I assume 
that these comments came from the solicitor of the department. The whole 
thing comes to me from the Secretary's office. 

Now, it may be stated that in the cotton futures act, which has worked 
fairly well, I understand, certain grades are specified as being deliverable on 
contract and a certain system is set up for the determination of the discounts 
or premiums at which other grades may be applied on contracts. But cotton 
and wheat are entirely different, and they are growing more different every day 
so far as determining the intrinsic value of the two commodities are concerned. 

Take the spring-wheat crop alone. The use of spring wheat !s principally 
for domestic milling purposes. A very small proportion of the crop is exported. 
Now, not enough spring wheat is raised in the United States to-day to satisfy 
what used to be our domestic requirements, and the sustaining power in the 
spring-wheat market, so far as buying is concerned, is the miller. The spring 
wheat is ground there in the Northwest, both in the country and in the cities, 
or is shipped down the Lakes and ground at Buffalo and eastern mills. Only a 
very small proportion of the entire crop goes abroad ; the spring wheat for 
export is now furnished by the Canadian Northw^est. 

Now, in order to get the buyer into the market and in order to make it safe 
for the hedger to protect himself by sales in the market the question of contract 
grades and premiums and discounts has to be a matter of compromise. If you 
were to consider the buyer alone you would make only the highest grade and the 
highest quality delivered on the contract. But that would Immediately make it 
unsafe for the hedger, because that grade constitutes only a fractional part of 
the entire crop, and the hedger would be in danger of running into a congested 
condition all the while. So the question of grades deliverable on future con- 
tracts and the premiums and di-^counts for grades other than the contract 
grades is one which has to be determined by compromi.se, as I say, between 
the commercial interests involveil. 

Now, if you arbitrarily, by any department organization, attempt to fix those 
grades or the premiums and discounts, you 4ire immediately going to narrow 
your market. The miller will not know what he is going to get on his contract, 
and consequently will not, to the extent he has done in the past, supply his 
requirements for future use by the purchase of future contracts, but will instead 
endeavor to buy up cash wheat. He will then become a seller of future con- 
tracts until such time as he makes fiour sales and l>uys back his future con- 
tracts, leaving his wheat free for milling. 

Cotton is a very different thing. Tiiere are certain grades of cotton and they 
have certain relative values. To a greater extent every year, and every day in 
the year, wheat is bought on sample rather than on grade. The grades are 
simply a general classitication. There is a variation of 5, 10, or 15 cents, some- 
times, in the same grade of wheat, because of tiie ditTerence in gluten content, 
from the miller's point of view, of wheat from different localities. In my 
•judgment, it would be absolutely imiM>ssible for the Secretary of Agricultuit" 
or his technical men in his laboratories to establish gi*ades deliverable on t^m- 
tracts, or to establish premiums an<l discounts which would not have the effect 
of narrowing tlie markets very, very materially. And as I pointeil out a few 
minutes ago, anything you <lo to narrow the markets increases the en^e of 
manipulation, which is tlie thing you are trying to defeat. The (^hicago market, 
for instance, has a wide variety of wheat delivera!>le, d'fferent grade of different 
varieties, because of the fact that it has tri])utary to it a large numl>er of 
varieties of dilTerent wheats. 
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We know from personal experience that we can not rely on technical labora- 
tor:^ men to adjust these matters. There have been reports made apparently 
demonstrating, let us say, that No. 3 wheat was worth for milling purposes 
within 2 or 3 cents a bushel of No. 1 wheat. But in actual practice this relative 
value would not work out, and if this privilege of determining relative values 
rested with the Department of Agriculture the uncertainty surrounding pre- 
miums and discounts for grades deliverable on contracts and the arbitrary 
methods employed to determine those premiums and discounts would, in my 
judgment, absolutely strike at the basis of all future trading. 

Mr. TiNCHEB. Now, Mr. Wells, the form of contract now rests with the board 
of trade. The form of that contract is not prepared by the buyer or seller ; it 
is not as if you would sit down and buy a piece of property. It is a form of 
contract that is worked out, with the things you have mentioned taken into 
consideration, by a scientific body of men, known as the board of trade. 

Mr. Wells. Pardon me, but the form of contract is worked out by the buyer 
and seller, because the directors of the various boards of trade represent the 
different classes at interest. 

Mr. TiNCHER. But here is the point I am getting at: In this subject, where 
there is a national interest and where we have national grades and a national 
grading system 

Mr. Wells. We also have State grades. 

Mr. TiNCHER. What objection would there be to having the Secretary consulted 
about the form of that contract? Your argument is that the Secretary of Agri- 
culture, who is supposed to be at the head of the department and to have the 
interest of the producer at heart and to be interested in producing food for 
this country and encouraging production, would narrow the thing down so that 
it would be hurtful? 

Mr. Wells. No. 

Mr. TiNCHER. Do you not think that that would provide a definite, official 
head for it, which would be helpful to the trade? 

Mr. Wells. No. My objection is that the questions which are now settled on 
a commercial basis would be settled on a technical laboratory basis, and it does 
not work out. Those things never work out. 

Mr. TiNCHER. There was some trouble, was there not, about the closing up of 
the May option contracts? 

Mr. Wells. There was not any trouble. Wheat had to be brought from un- 
usual places, because the man who sold it did not have it there. 

To show you how these technical things work out, Mr. Tincher, let me say 
this : I was talking with a man from Kansas City the other day, speaking about 
Federal grading. He said, " Well, they have got it to a point now where a car of 
wheat will come in, and we will say it was cut with a header and lay on the 
ground and became stained. \Ve never call that anything but stained, and we 
would sell that to the mills, and they would never pay any attention to it. But 
uow a technical laboratory man takes that stained wheat and holds it up to a 
certain kind of light, and then holds it up to another kind of light, and he says 
that is bran burnt. What does the miller do then? He backs right away from 
it, jind whereas he used to pay a fair price for that, to-day he says, 'That is 
burnt wheat, and I won't take it except at considerable discount.' " 

Mr. TiNCHER. Is that the fellow that works for the Government that does 
that? 

Mr. Wells. Yes ; the technical man. * 

Mr. TiNCHER. Well, he ought to be shot at sunrise. 

Mr. Wells. But that is the whole tendency of the laboratory determination 
of these things. Perhaps from a scientific standpoint that wheat is burnt; I 
don't know ; but it never made any trouble until we had these highly trained 
technical men. 

Mr. TiNCHER. It is hard for me to conceive that a department of the Gov- 
ernment is doing something that will work injury to the producer of grain. 

Mr. Wells. You write to Lonsdiile about it. He was telling me about the con- 
ditions they had gotten into down there. 

Mr. KiNCHELOE. Did that affect the quality of the flour at all? 

Mr. Wells. No ; it did not in the past. 

Mr. Jones. As a matter of fact, Mr. W^ells, your board does change the form of 
contract occasionally, does it not? 

Mr. Wells. Yes ; but this puts it in the power of the Secretary, according to 
his own interpretation of this section. 

Mr. Jones. You are afraid that some technical man will come in without 
actual knowledge of the grain business? 
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Mr. Wei^s. I can only judge from what they have done elsewhere. For 
instance, there is a year when we in the Northwest only have, we will say, 25 
per cent of No. 1 northern wheat, and the balance of the crop is largely No. 3 
wheat. Now, the technical man says, " We have tested this wheat in our test 
mill, this No. 3 wheat, and it is worth within 4 cents a bushel of No. 1 north- 
ern." So you are directed to fix your discount on your No. 1 northern contract 
for delivery of No. 3 wheat at 4 cents a bushel discount. 

Now, our millers know — they have practical laboratories, and they have gone 
further than the Government, and every big baker has his laboratory. Our 
millers know that flour made from that wheat will not sell at all. It is not a 
matter of 4 cents discount, it may not be w^orth within 14 cents of No. 1 north- 
ern, but the technical man in the laboratory in Washington says, " My tests 
show that this wheat is worth 4 cents a bushel less than No. 1 northern." 

Now, what is going to happen in a situation like that? Do you suppose the 
miller will ever go in and buy a future contract? Instead of being a buyer of 
futures he will select his wheat and put iti away, and he. will be a seller of 
futures as a hedge. He will remove his buying power from the futures market, 
and when he sells his flour he will buy back his future contract. 

You can not run those things technically. It has to be a matter of com- 
mercial experience and practice. The interests of the buyer and sellef are 
both at stake, and no contract that is unfair to either buyer or seller will 
enjoy any popularity. 

Mr. Tincher speaks a great deal about the form of the contract. It is not a 
question of the form of the contract ; the question of form cuts very little figure. 
It is a question of what is deliverable on the contract and what premfums or 
what discounts are to be enforcel on grades other than contract grades. 

Mr. TiNCHEK. I think that the question of the grades deliverable under the 
contract, as shown by the form of the contract entered into, might become a 
very material proposition, as to whether the traders on the exchange could 
manipulate the price of wheat. 

Mr. Wells. They could if you restricted it to one grade that was just a very 
small proportion of the crop. 

Mr. Tincher. Now, absolutely following your suggestion there, getting back 
to the basis of this proposition, the question comes up, whose interests are at 
stake, and who should be consulted in deciding it? The producer's and the 
buyer's interests r.re Icoiied after by the exchauLxes, and personally I am frank 
to say to you that I agree with the Department of Agriculture that this is a 
subject in which they should have some rights; that is. not for the purpose of 
hindering or hurting or finding something in the laboratory, but for the purpose 
of preventing manipulation. That is one of the objects of this bill. 

Mr. Wells. For the sake of argument, if it were possible to have a trade in 
a future that represented only 10 per cent of the crop, that would mean that 
that future would be all the time congested and the price would be way up. Tliat 
would theoretically help the producer, but it would also immediately kill all 
futures. That 10 per cent would have a fictitious value, because it would h^ 
the only thing that could satisfy the contract. And that only constitutes 10 
per cent of the producer's crop. Those thin^irs can not be fixed by any dei»Jiri- 
ment, in my judgment. The case of cotton, where you can determine the vulut*, 
is another thing. You can not determine the value of wheat. All No. 1 northern 
wheat is not No. 1 northern wheat, except in name. It all comes up to certaip 
Government specifications, yes, but the chemical qualities of that wheat, its 
flour-producing qualities, show a variation in value of 5 or 10 cents a huslul 
Those things have to be determined commercially. 

And let me tell you again that the question of discounts is a very material 
question, for this reason: Suppose the Government said that No. 3.\vh*'Jit 
should be delivered on No. 1 northern contracts at 10 cents discount, ^^p 
will say the movement of the No. 3 wheat crop demonstrated that that gr;nl'' 
had commercially a value within 5 cents of No. 1 northern. Do you suppos*' 
any of it would ever be delivered on a future contract? Not at all. That 
wheat would be sold, and the man would buy back his future contract. K 
would not mean that he would have to deliver it at 10 cents discount. 

This bill puts it absolutely in the hands of the Secretary of Agriculture to 
dominate the whole marketing system of the country, and I do not behf\«j 
there is any living man of sufficient intelligence to have that power phutn 
in his hands. It is a power that is not given to any other department h«\«i 
in any form that I know of. 
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Mr. KiNCHELOE. Have you ever had any trouble in the past about the con- 
tracts? 

Mr. Wells. Yes ; and we have changed them during my career in the business. 

Mr. KiNCHELOE. The reason I ask that is this: I imagine that probably the 
Secretary had some reason for putting that in there. 

Mr. Wells. I believe that was put in on the basis of the cotton futures act, 
and the cotton, as I have tried to explain to you, is an entirely different thing 
from wheat. You can buy certain grades of cotton, and you know they are 
worth certain amounts of money. You can buy certain grades of wheat, and 
there will be a range of 35 cents a bushel in that same grade. Mr. Haugen 
spoke of that to-day. The two are not parallel at all. 

Mr. TiNCHER. Mr. Haugen has always taken the position, at all the hearings 
I have ever attended, that there was more opportunity for the maniptilation 
of the grain market through the exchanges fixing the grades deliverable upon 
contracts to suit themselves than in any other way, and some things have 
transpired recently with reference to the closing out of certain futures which 
have rather confirmed me in the same idea. I do not know just who prepared 
that memorandum there construing this bill 

Mr. Wells. I suppose Mr. Morrill did ; I do not know. 

Mr. TiNCHEB. I hardly believe that th^ section, concerning which I did 
know something before it went in, would give them all the authority that 
some of the men in the department would want. 

Mr. McLaughlin of Michigan. It gives them authority as to the form and 
conditions of the contract. I think myself that there are a lot of things that 
they propose to take notice of that they would not have control over under 
a proper construction of that subdivision (f). I know they reach out and take 
anything within reach. 

Mr. Wells. I am absolutely' opposed to that whole subsection. I think that 
if you leave that in the bill you are simply signing the death warrant of 
efficient hedging nmrkets. It has never been in any other biU, and is far 
more radical and far-reaching, without any excuse for being incorporated 
in a bill. 

Mr. Kincheloe. I thought you might have some suggestions about amend- 
ing it. 

Mr. Wells. I have no suggestions for am.endnient. In my judgment, elimina- 
tion of that action is the only thing that will preserve the integrity of the 
future markets. 

Now, you may say the Secretary would not do this and he would not do 
that. What right have we to delegate to a man authority which puts him in 
a position where he may do this or may do that? 

Mr. TiNCHER. The Secretary would answer that by saying that you would 
say the exchanges would not do this and w^ould not do that, and what right 
should they have to determine whether they would do this or do that? 

Mr. Wells. I can only say this: The exchanges are made up of two bodies 
whose interests are diametrically opposed, the buyer and the seller. The 
seller wants to get as much as he can, and the buyer wants to pay as little 
as he has to. Ccmsequently you always have those conflicting interests work- 
ing in opposition. 

Mr. TiNCHER. However, Mr. Wells, those men are speculators 

Mr. Wells. What men are speculators? 

Mr. TiNCHER. The men you speak of. 

Mr. WELI.S. The buyer and seller? No; they are not speculators. I am not 
a speculator, and I am one of the biggest sellers there is in the Northwest. 

Mr. TiNCHER. You are not a producer? 

Mr. Wells. I am not a producer ; no. 

Mr; TiNCHEB. That is what I mean. It has been admitted before this com- 
mittee, by men high in the profession or business, that their big profits come 
with big fluctuations. 

Mr. Wells. Speculators? 

Mf. TiNCHER. Well, the men who buy and sell the product. 

Mr. Wells. No; I beg your pardon. I make less money if I buy wheat for 
a dollar and it goes up to a dollar and a half than I would make if I bought 
wheat for a dollar and it went down to 50 cents, because I have to pay interest 
and insurance on a higher value of grain. 

Mr. TiNCHER. You mean to say that you would make less money if you 
bought wheat for a dollar and sold it for a dollar and a half than you w^ould 
if you bought it for a dollar and sold it for 50 cents? 
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Mr. Wells. Exactly what I say, because my investment in orie case is in 
dollar and a half wheat and I pay interest and insurance on that, and in the 
other case it would be 50-cent wheat, and I would have a reduced cost of car- 
rying. 

Mr. /KiNCHELOE. Then how do you make any money at all? 

Mr. Wells. Because it goes down to 50 cents a bushel — I have all my wheat 
hedged, mind you. If I buy it for a dollar and it goes down to 50 cents I get 
back 50 cents from the clearing house. Consequently I have Invested in my 
wheat only 50 cents a bushel, and it obviously costs less to carry. 

Mr. KiNCHELOE. The hedgers pay you back 50 cents a bushel, which would be 
profit? 

Mr. Wells. No ; it would not be profit. 

Mr. TiNCHEE. I can easily understand how you must be likely to look at this 
matter through different glasses than the producer if you say you can buy 
wheat at a dollar and sell it at 50 cents and make as much as if you sold it 
at a dollar and a half. I can understand how there might be a little differ- 
ence in the viewpoint. 

Mr. Wells. I simply cite that to show you that there is no advantage to me 
in having the price go up. The saving would be a saving of interest on the in- 
vestment. 

Mr. KiNCHELOE. This section here gives the Secretary of Agriculture pretty 
nearly plenary power, but at the same time do you not think from a close 
reading of it that a lot of things would have to happen before he would exercise 
that power? It says here, "When the governing board provides for making 
changes," etc., and only " after investigation and public hearing and commu- 
nicated by him to such board, which substantially affects the price or prices 
of such contracts so as to render them hazardous or unreliable as hedges or 
price bases for transactions in interstate commerce," etc. It seems to me that 
before the Secretary could take any step in exercising that po^*^'»r there would 
have to be a pretty bad situation. 

Mr. Wells. You gentlemen assume in all this discussici -«€ the Secretary 
of Agriculture is' going to administer the act. He does not. 

Mr. KiNCHELOE. Of course, he does not personally. 

Mr. Wells. He does not administer the act at all, and a great many things 
are done that, the Secretary does not know anything at all about until after 
they are done. 

Mr. KiNCHELOE. But he certainly would not let his chiefs act on an impor- 
tant proposition like that without reference to him. 

Mr. Wells. The Secretary told me himself that he was handicapped in work- 
ing out these problems because he can not pay enough money to get good men. 
He has some very good men. Mr. Morrill is an excellent man, and there 
are other men of that type. The particular men to whom he has to delegate 
this authority are not men of broad experience. They can not be, or tliey 
could not be secured by the department. 

Mr. KiNCHELOE. We have helped him a little just recently on that. 

Mr. Wells. Now, there has been a lot said about what the Secretary of 
Agriculture wants and what he does not want. I have been very closely in 
contact with Mr. Wallace, whom I claim as a good friend, for a year or more, 
and have been here for several conferences on different subjects, agricultural 
and otherwise, and the Secretary has told me, and I think he would say the 
same thing to-day, that what he w^ants is the authority to secure first-hand 
information so that he may make a survey of the marketing situation and 
make suggestions either to the boards of trade or to Congress for such changes 
in that system as would be of benefit to the producer. Now, that is exactly 
what Secretary Wallace' has said to me repeatedly, and that is what he is for. 

Mr. KiNCHELOE. Did the Secretary have reference to the grading of spring 
wheat in that conversation? 

Mr. Wells. No; this was not in connection with grading. It was in con- 
nection with the future trading act. Now, that is what the Secretary wants, 
and that is what I am personally strongly in favor of granting him. I think 
the position of the grain exchanges has been consistent from the start. We are 
not (>i)posing reasonable, sane supervision which is not burdensome and does 
not entail additional expense in the marketing of grain. We are opposed to 
regulation which restricts markets and which will inevitably reduce their effi- 
ciency. I think if you would ask Secretary Wallace, he would tell you what 
he wants is information, and I am strongly in favor of every legitimate step 
being taken to grant him the information he wants first-hand. 
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Mr. KiNCHELOE. Have you ever discussed this special section with him? 

Mr. Wells. No ; I just received this bill before I left home from the Secre- 
tary and I have not had an opportunity to see him. 

Mr. Thompson. Mr. Wells, are there any propositions except subsection (f) 
in this bill that you refer to? 

Mr. Wells. I have already filed my objections to portions of section 3, where 
I think certain wording is not warranted by the record br by the report sub- 
mitted by the committee. I have objected, and have made recommendations 
as to certain changes in paragraph (b) in section 5, and have submitted as a 
basis for those recommendations the rule which was drafted by the Solicitor 
of the Department of Agriculture in connection with the grain exchanges. I 
have objected to the proviso in connection with subsection (e) of section 5. 

Mr. McLaughlin of Michigan. Mr. Wells, you told of what you conceive to 
be the evil of that method of doing business, and it was the distribution among 
farmers, buyers, or sellers or whoever they are, who are not members. 

Mr. Wells. I think that is a great evil. 

Mr. McLaughlin of Michigan. This proviso applies to the distribution of 
excess earnings among the bona fide members of any such cooperative asso- 
ciation. 

Mr. Wells. Very true; but there is no definition of what a cooperative 
association is or what constitutes membership. If I want to run a cooperative 
association, I can charge a dollar apiece for membership, and I could distribute 
my earnings then to those people. Their investment would be $1 and they 
might save one-fourth of a cent a bushel by having their marketing done 
through me, which I claim is unfair competition and would break down the 
commission rule. I am not a commission merchant, Mr. McLaughlin, and it 
does not affect me one particle, but I do know what happens in markets where 
the commission rule is broken down. I have seen that happen in the Northwest. 

Mr. Kincheloe. I do not know whether I understood you a while ago or not, 
but I understood you to say that this farmers organization that you spoke of 
was now a member of this board. 

Mr. Wells. The Northwest Wheat Growers Association? 

Mr. Kincheloe. Yes. ^ 

Mr. Wells. They have been negotiating for membership and are entirely 
satisfied with the terms upon which they can secure membership. 

Mr, Kincheloe. If they go into your association, they are the owners of the 
wheat, and the wheat is pooled, of course, for the purpose of getting a better 
price. 

Mr. Wells. Yes ; that is what they hope to do. 

Mr. Kincheloe. In other words, it might be that the commission is reflected 
in the price of the wheat by reason of their going into it. 

Mr. Wells. Yes, sir. 

Mr. Kincheloe. Will they handle any wheat for any other farmers who are 
not members of that organization? 

Mr. Wells. No. • 

Mr. Kincheloe. That will be one of your rules? 

Mr. Wells. No ; we do not have to have a rule about that because the title 
to the wheat passes and they will advance to tlxe producer an arbitrary amount, 
and then they divide up the proceeds after the grain is sold. 

Mr. Kincheloe. And that applies to only the members of that organization? 

Mr. Wells. Yes, sir. 

Now, the Minneapolis Chamber of Commerce has other cooperative and 
farmers' organizations among its membership. There is the Farmers Grain 
Co., of Devils Lake, N. Dak., which has been a member since 1900; the Sas- 
katchewan Cooperative Elevator Co. of Canada, which is the biggest coopera- 
tive grain company in the world and which has been a member since June, 
1917 ; and the Farmers' Elevator Commission Co., which is a commission com- 
pany formed by a number of country farmers' elevators, and they have been 
members since 1919. 

Mr. Kincheloe. Has the farm bureau ever made application for membership? 

Mr. Wells. No. 

Mr. TiNCHER. Mr. Chairman, I desire to move at this time that the chairman 
of the committee, inasmuch as we are going to close the hearings the first of 
the week, be requested to ask for the consideration of this bill in such form 
as we may amend| it and report it out on Thursday. 

Mr. Ratney. Mr. Chairman, I do not see the need of such great rush on this 
bill. Heretofore, ?fter the consideration of a bill, we have always appointed 
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a subcommittee to redraft and consider the bill and then send it back to the 
full committee so that we might consider it at length and make wiiatever amend- 
ments we deemed advisable, and I think from the testimon:^ of Mr. Wells that 
this is a matter that demands considerable attention. 

Mr. TiNCHER. If we do not get the bill ready by that time, of course, then 
we will have to switch to something else. . 

Mr. McLaughlin ctf Michigan. I have not any choice among the different bills, 
but this is. a matter of great importance and I would like to have it thoroughly 
studied in the comniittee, whether it is to come up Thursday or at any other 
time. 

Mr. Clague. Can we not leave that open until we hear Mr. Jacobson? 

Mr. TiNCHER. All right ; I will withdraw my motion until we hear Mr. Jacob- 
son, but I am going to use every effort I can to get the bill up as quickly as 
possible. 

STATEMENT OF HON. GABL R. GHINDBLOM, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF ILLINOIS. 

Mr. Chindblom. Mr. Chairman, will you permit me to make a little state- 
ment for the record? 

There are other gentlemen here from Chicago who are intensely interested 
in this legislation. They have not taken up the time of the committee, but I 
would like the record to show that they have come here and have attended the 
hearings and they join in the views which have been expressed by Mr. Gates 
and Mr. Wells. I refer to Mr. Henry A. Rumsey, one of the directors of the 
Chicago Board of Trade and for many years mayor of the city of Lake Forest, 
in the district which it is my honor to represent; and Mr. L. L. Winters, also 
of Chicago, who is also a director of the Chicago Board of Trade. 

Mr. KiNCHELOE. I think that is perfectly proper, and I would like to ask 
whether they have any statement of their own they would like to put in the 
record. 

Mr. Winters. We have no statement to make except we represent the Board 
of Trade officially and we subscribe to what has been said here. 

Mr. KiNCHELOE. I would be willing to give you the further courtesy of filing 
any statement you desired to submit. 

Mr. McLaughlin of Michigan. If you have anything additional to say that 
has not been covered, we will be pleased to have your statement. 

Mr. Winters. You gentlemen have been very patient and Mr. Wells and Mr. 
Gates have covered the situation very thoroughly, we think, and there is noth- 
ing we could add to their statement. 

Mr. Chindblom. I would like to introduce Mr. Rumsey to the committee, If 
I may. 

Mr. McLaughlin of Michigan. We will be glad to have any statement you 
have to make for the record. 

Mr. Rumsey. We have no additional statement to submit, but we would like 
to simply concur in the statements heretofore made by Mr. Gates and Mr. Wells. 

(The committee thereupon adjourned until Monday, June 12, 1922, at 10 
o'clock a. m.) 



Committee on Agriculture. 

House of Representati\t.s, 

Monday, June 12, 1922. 

The committee met at 10 o'clock a. m., Hon. Gilbert N. Haugen (chalrniau) 
presiding. 

There were present: Messrs. Haugen (chairman), McLaughlin of ^Ilchl^an. 
Purnell, Riddick, Tincher, Williams, Thompson, Clague, Clarke, Jacoway, 
Rainey, A»well, Kincheloe, and Jones. 

There were also present: Messrs. Halvor Steenerson, Andrew J. Volstea^l. 
and Walter H. Newton, Representatives In Congress from the State of Min- 
nesota. 

The Chairman. The committee will come to order. 

Mr. Newton. Mr. Chairman, I regret to advise the committee that Mr. Jao»l»- 
son was unable to leave St. Paul so as to arrive here «m Monday, and he was 
advised that somebody would have to be here on Monday, so he sent Mr. Qnist. 
who Is chief of the weighmasters, and one other gentleman to represent him. 
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They left Minneapolis on Saturday night so as to be here this morning. I have 
not heard ffonj them, but Mr. Clague advised me when I got into the committee 
room this morning, that he had received a wire from those gentlemen that there 
is a washout some place on the road that has delayed them, and they will 
not be able to be here until to-morrow morning. Personally, I have not heard 
anything from them, but I left my office to come over here thinking that prob- 
ably they had come direct to the committee room. But Mr. Clague advises me 
he has heard the reasons for their ^not being here, and that they will not be 
able to be here until to-morrow morning. 

Mr. TiNCHER. I do not think there is any controversy about this matter. Mr. 
Clague has a telegram that is explanatory. 

Mr. Clague. Mr. Chairman, Mr. Jacobson could not possibly come, but he 
wired me on Saturday, saying this [reading] : 

Hon. Fbank Clague, 

Congressman^ Washington: 

Impossible for me to attend hearing Monday on account of my health, but 
Mr. Quist, State weighmaster, and Mr. Thompson, supervisor of scales, will 
be at your office Monday morning direct from the train, so keep the hearing 
open until they arrive. We are opposing the interference of grain weighing and 
nothing else ; seems you ought to be able to strike that part of it out. 

O. P. B. Jacobson. 

And then this morning, about 30 minutes ago, I got this telegram from Chicago 
[reading] : 

Chicago, III. 
Hon. Frank Clague, 

House of Representatives, Washington, D. C: 

Washouts delayed us 12 hours; reach AVashington, B. & O., 9 a. m. Tuesday; 
have statements to file with committee; urge amendment H. R. 11843 by strik- 
ing out "* approved by the Secretary of Agi'iculture for the purpose," as now in 
lines 15 and 16, paragraph ( a ) , section 5. • 

P. P. Quist. 

Now, on page 6 of the bill, what we want and what our railroad and ware- 
house commission asks is that on line 13 on page 6 of the bill strike out all 
after the word " grain " — strike out all the balance of that section — and then 
substitute the language just the same as it is in the old bill; that is, in the 
former grain-future bill insert these words " and having recognized official 
weighing and inspection service." 

Now, there has never been any complaint, so far as I have heard, in the 
Northwest or any place else where they have future trading in grain, about 
this weighing. We have official State weighing in Minnesota, and I think 
that is true of Chicago and all these future markets. Now, we are opposed 
and vitally opposed in having in this any way taken from the State and having 
it put in any way under the Secretary of Agriculture, so that the Secretary 
of Agriculture could come in and interfere with our State weighing. And all 
we ask is that the markets be approved by the Secretary of Agriculture and 
that we have our official State service. 

Now, Mr. Volstead is here and I would like tt) have Mr. Volstead say a word 
to the committee on this matter. 

Mr. Rainey. Mr. Clague, in your weighing has the Secretary of Agriculture 
supervision of your weighmasters? 

Mr. Clague. No; not of the weighmasters; that is under the State super- 
vision. As I say, I never heard a complaint as to these weighings. The weigh- 
ing-^ are accepted by the railroad companies, and are universally accepted 
everywhere. We want official weighing, and we have got it, and it is right 
there at home, where if there is any fault to be found with the weighing it can 
be settled. 

Now, if the committee feel that they can accept that amendment, I will not 
ask the -committee to delay these hearings; but if the committee feels that they 
would like to hear these gentlemen, I will ask that the hearings be continued 
until to-morrow. 

Now, I would like to have Mr. Volstead, who is specially acquainted with the 
work there, make a statement to the committee. 

M^r. TiNcHER. In connection with your statement, Mr. Clague, why not ask 
leave to insert the statement of these gentlemen in the hearings? 
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Mr. Clague. Yes; I will ask leave, if the committee does not continue 
these hearings, to have inserted in the hearings the statements of Mr. Quist 
and Mr. Thompson, if I may insert those to-morrow. All we ask is that the 
bill be amended by striking out the approval by the Secretary of Agriculture. 

Mr. Clarke. May we have the advantage of those statements before the bill 
is reported? 

Mr. Clague. I will hand them in just as soon as possible. 

Mr. 'Clarke. I suggest that immediately after you get them that you have 
copies made and turn them over to the members of the committee. 

Mr. Claqve. I will be glad to do that. 

The Chairman. The only thing they are contending for is what you have 
mentioned? 

Mr. Clague. Yes ; and I have a letter from Mr. Putman, one of the railroad 
and warehouse commissioners, and he states that that is the part they are 
vitally objecting to. 

The Chairman. We will hear Mr. Volstead, if he cares to make a statement. 
I have received the following telegrams from Minnesota: 

Minneapo'lis, Minn., June 10, 1922. 
Hon. G. N. Haugen, 

House of Representatives: 
I regard it of ^{bsolutely vital importance that our State railroad and ware- 
house commission be heard by your committee on grain futures act which is now 
before you, before the matter is disposed of. They can not possibly come be- 
fore June 27. Please arrange to have them heard at that time or immediately 
thereafter. Will much appreciate your cooperation, as I am sure it is in interest 
of the whole country because of importance of measure. 

J. A. O. Preus, 
Governor State of Minnesota. 
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St. Paul, Minn., June P, 1922. 
Gilbert Haugen, 

Congressman, Washington: 
Railroad and Warehouse Commission of Minnesota desires to present full 
data in reference operation of weighing department of the State before Agri- 
cultural Committee in connection with 11843 due to press of business and court 
cases impossible for commission to be present before June 27; respectfully re- 
quest date for hearing set on this bill before your committee as soon after 
27th as possible. 

O. P. Jacobson, Chairman, 



St. Paul, Minn., June 10, 1922. 
G. N. Haugen, 

Member of Congress, Washington: 
. Impossible for me to attend hearing Monday on account of my health. Our 
State weighmaster and supervisor of scales will leave for Washington to-night 
and arrive Monday morning. Our commission are not opposing Tincher bill 
in regard to futures trading. What we are opposed to its interfering with our 
State rights in weighing grain. 

O. P. B. Jagobson. 

STATEMENT OF HON. ANDBEW J. VOLSTEAD, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MINNESOTA. 

Mr. Volstead. Let me say in connection with that that I think there is a 
general feeling on the part of the Members of the House and on the part of 
the country generally that we ought not to take over any more activities on tiie 
part of the National Government than necessary. 

Now, for many years our State has taken a great deal of interest in trying 
to secure fair weighing and fair inspection, and it seems to me that where the 
States does act we ought not to interfere, unless there is a special reason for it 

Now, if the State weighing has been provided and it does burden commerce— 
I mean interstate commerce— discriminates against interstate commerce, it I* 
a familiar rule with lawyers that the courts will readily set those actions asid^^. 
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It is one of the things that we all know as lawyers, so it seems to me there is 
no necessity of undertaking to turn this whole thing over to the Federal Gov- 
ernment Let the Secretary of Agriculture work in cooperation with the States 
wherever it can be done without injustice to your commerce. 

I hope that the committee will see fit to adopt the amendment that has been 
suggested. I am not able to see how it can possibly injure anyone. 

Mr. KiNCHEix)E. Let me ask you this, Mr. Volstead : I assume you are familiar 
with section 5 of this original act ; that is, the provision that the Secretary of 
Agriculture is authorized and directed to designate boards of trade as contract 
markets when, and only when, such boards of trade comply with the following 
conditions and requirements, one of which is section (a). Suppose it turns 
out that the weighing on any board is not satisfactory to the Secretary of 
Agriculture and the dealers on the board, what I want to know as a lawyer is 
whether you think the Secretary of Agriculture under this original act here 
would have any power to take any action in the matter. 

Mr. Volstead. I do not think he would have any power, unless there is a dls*- 
crimination against interstate commerce or if it burdens interstate commerce, 
Mr. KiNCHBLOE. Then it is a power to take this weighing from them? 
Mr. Volstead. I think so. I have not studied it. 

Mr. Clabke. According to the hearings, there isn't any dissatisfaction wit^ 
the weighing. 
Mr. Kincheloe. No ; I was putting this as a hypothesis. 
Mr. Volstead. Our legislature and the people up there are very anxious to 
have this, and we never would do anything to interfere with the business. 
Mr. Kincheloe. What do you think of that, Mr. Tincher, as a lawyer? 
Mr. Tincher. I agree with you. 

Mr. McLaughlin of Michigan. This weighing has been satisfactory? 
Mr. Volstead. Yes ; it always has been, so far as I know. 
Mr. McLaughlin of Michigan. For how long a time has that been the case? 
Mr. Volstead. For 25 years, at least. Mr. Steenerson probably knows, more 
about that than I do. 

Mr. Steenebson. For at least that lon^. 

Mr. Clabke. There has not been any dissatisfaction expressed in the record. 
Mr. Tinchee. We all recall the reasons given by Mr. Morrill, that some 
places had applied for the service that did not have any inspection service 
at all. 

Mr. McLaughlin of Michigan. Are there any places that are contract 
markets, or that can reasonably ask to be made contract markets, where it is 
not satisfactory? 

Mr. Volstead. If it is a matter of getting satisfactory weighing, we can trust 
the State government as well as the Federal Government, where they are as 
much interested in getting fair weighing, if not more interested, than the 
Federal Government. 

Mr. McLauighlin of Michigan. I have been told — I think I am right about 
it — that that has been made an issue in politics in Minnesota. 
Mr. Volstead. The weighing has never been in issue in Minnesota. 
Mr. Clague. It has never been an issue. I dare say there is no farmer in 
Minnesota that has made a complaint. There would be complaint, and it 
would be an issue if it were taken over by the Federal Government. 

Mr. McLaughlin of Michigan. My information was that it had existed 
a long time ago, and the State took it over and handled it to the satisfaction 
of all the people. 

Mr. Clague. There was a time, before the State took it over; yes. 
Mr. McLaughlin of Michigan. I am asking how long it was .when it was 
not satisfactory to all the people. 

Mr. Clague., This has been in operation for 25 years, to my knowledgei. 
I think Mr. Steenerson can give it more accurately. How long has it been 
in operation, Mr. Steenerson? 

Mr. Steenebson. About 30 years. And about this political issue — it was an 
issue before the State instituted a weighing service, but never since. Both 
parties and everybody has been agreed as to the State weighing and the State 
inspection service ; they all agree that the State weighing and State inspection 
service has been sufficient, and it has never been an issue since that time. 

Mr. McLaughlin of Michigan. I do not have in mind any particular date 
when it was a political issue, but I had in mind that they had stirred up the 
State considerably at one time, and the State took hold of it. 
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Mr. Steenebson. That is the reason It was done. There was a complaint 
about the brass kettle, and several other instrumentalities that were used. 
But after the State took it over, there was never any issue about it politically ; 
and all this talk that it was an issue is a mistake. We have all been satisfied. 

Mr. Jones. Let me ask this question of Mr. Volstead, or some one. Mr. 
Volstead, has there ever been any complaint, since the State took it over, that 
special preference was given to the people of the State over the people who 
shipped in from outside of the State? 

Mr. Volstead. Never, so far as I know. 

Mr. Jones. No complaint of any kind? 

Mr. Volstead. There has never been any complaint of any distinction being 
made between the people outside of the State and those residing in the State. 
The same ofllcers do the weighing and the service is under the same officials. 

Mr. Jones. And the service is the same, wherever it comes from? 

Mr. Volstead. Yes; and as a rule they do not know where it comes from — 
whether from within the State or from outside. 

Mr. Tincher. There is no provision in this bill that the Government weigh 
the grain. It is not contemplated that the Government weigh the grain. It is 
different from the packer cc^ntrol act. It is a question what the Secretary of 
Agriculture can demand. I have been assured there is no thought of trouble 
with the authorities. 

Mr. McLaughlin of Michigan. Does It occur to you, Mr. Volstead, that there 
are some cases where it is not satisfactory and changes ought to be brought 
about, and that this would take it out of the power of the Secretary of Agri- 
culture to interfere In any way? 

Mr. Volstead. Oh, if it is official it must mean it must be under a State law 
of some kind. Now, it seems to me there could not be any danger in this, 
because the State courts would control; and If it interfered with interstate 
commerce or burdened interstate commerce, then the old, familiar doctrine is 
that the courts will immediately correct it. 

Mr. McLaughlin of Michigan. There are some large markets — St Paul has 
a big market — and they ask to be relieved of Federal supervision as to weigh- 
ing. There is something In the packer control act which would seem to give 
the Federal Government authority to see that the weighing Is properly done. 
Now, there are a great many stockyards In the country — a great many of 
them — and a great many of them ought to be regulated. And If we start out by 
taking the hands of the Federal Government of the weighing of grain and say 
it is properly a State function, and something which the Federal Government 
ought not under any circumstances to Interfere with, what will we say to the 
demand that is being made — ^and it Is being made right now — ^that the Federal 
Government should take no hand in the weighing of live stock? 

Mr. Volstead. I think that is true. Wherever there Is no. official weighing — 
wherever it Is not weighed under some State law — I think the Federal Crovem- 
ment ought to step In. But It does seem to me that Congress should trust the 
State to pass some decent law and enforce It decently. 

Mr. Rainey. Suppose they do not do It? 

Mr. Volstead. Then you have recourse to the courts. 

Mr. Rainey. Do I understand that this takes place only at places where 
there are future markets? 

Mr. Clague. This bill only applies to the future markets, and there are only 
seven of them. 

Mr. Tincher. Most of the weighing takes place at other places, anyhow. 

Mr. Clague. The stockyards are an entirely different matter. 

Mr. KiNCHELOE. Let me get the attention of the committee for a minute. Mr. 
Morrill nsked for something, because there is a little board of trade In one of 
the Southeastern States that applied to be made a contract market, and it was 
refused because they did not have the facilities. Now. this act provides, in 
the latter part of paragraph (a) of section 5, "and having recognized official 
weighing and inspection service." I think under that act the Secretary of Agri- 
culture could refuse to designate any board of trade as a contract market* and 
give that as his reason. I do not know whether you lawyers agree with me or 
not. But if it did have official weighing service, and If it should turn out that 
it was unsatisfactory — so unsatisfactory that it was unfair. I believe under 
the general powers of this act the Secretary of Agriculture could say to them. 
Notwithstanding the language of this act, If you do not correct this, I will with- 
draw you as a designated contract market. 
Mr. McLavohlin of Michigan, I <lo«bt that. 
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Mr. KiNCHELOE. If he has the power to designate, he has the right to take 
away that designation for cause. 

Mr. McLaughlin of Michigan. Under the authority which the act gives him. 

Mr. Jones. It says: "When located at a terminal market upon which cash 
grain is sold in sufficient volumes and under such conditions as fairly to reflect 
the general value of the grain and the difference in value between the different 
grades of grain." 

Mr. KiNCHELOE. And then it goes further and says, " And having recognized 
ofllcial weighing and inspection service." 

I did not clearly get Mr. Morrill's contention. I am not passing on this 
amendment now at all. So far as Mr. Morrill is concerned, he did not make that 
clear to me. 

Mr. Newton. Mr. Kincheloe, may I ask, in this State where this question was 
raised, did they have any official State weighing? 

Mr. KiNCHELOE. I do not think they did have any official weighing. 

Mr. Newton. Then I do not think it applies at all. 

Mr. KiNCHELOE. I am not passing on this amendment now, but if they did have 
sufficient weighing service, I believe If in the future it finds out that it is unjust, 
under his general powers he could go to that market and say. We' will with- 
draw you as a contract market. I mean, under the original subsection (a) of 
section 5. 

Mr. Newton. It seems to me if it can be proven under the original act that 
there is a recognized official weighing service, that then that portion of the law 
has been complied with. But this goes further than that. 

Mr. KiNCHELOE. I understand that. I am talking about the original act. 

Mr. Newton. This says all of that. It may be recognized, but nevertheless it 
must be with the approval of the Secretary of Agriculture. 

Mr. McLaughlin of Michigan. Suppose, now, that some time in the future^ 
as this act runs along throughout the years, there is no official weighing service 
at some of these markets, and you strike out from this bill all reference to 
control by the Secretary of Agriculture, what is going to happen at those 
markets? They have no official weighing service, and nothing recognized ; the 
Secretary has no right to interfere, and what are you going to do? 

Mr. Clabke. Congress will rise up and attend to that. 

Mr. Newton. I presume there would be legislation, as Mr. Clarke suggests, or 
there woirtd be some amendment which would permit the Secretary to bring 
in something under which there could be a revocation of the original designa- 
tion of the market. That would be done under the original act. 

Mr. Claque. It would not apply to the original act. This has got to be where 
grain is sold in sufficient volumes to reflect the values and differences in grades. 

Mr. Tincher. Let me suggest this: This is a matter that will come up on 
the consideration of the bill. Let us get through with the witnesses, and then 
take up the bill. Is there anything more you wanted to say, Mr. Volstead? 

Mr. Volstead. No ; I believe I have said all I care to say. 

Mr. Tincheb. Is there any other gentleman here who wants to be heard? 

The Chairman. Mr. Newton, are any charges made for the weighing? 

Mr. Newton. It is my impression there are not, Mr. Chairman. I would not 
want to state that as a fact. Mr. Steenerson, I think, knows better than I. 

Mr. Steenerson. I think there is a charge. 

Mr. Jones. It is one charge for weighing and inspection. 

Mr. Steenerson. Likely that is true. It is considered one transaction. 

Mr. Newton. I may be mistaken, but I think it is all included in the inspec- 
tion charge. 

Mr. Steenerson. That may be. But it strikes me that is purely academic. 
There is no market likely to be designated as a public market, as pointed out 
by Mr. Clague, that does not have a sufficient weighing service. It is purely 
a fanciful thing to suppose such a thing, that they would not have sufficient 
weighing service. 

The Chairman. For the record, the representative of the department says 
that charges are made at all the markets; a reasonable charge. 

Mr. Steenerson. I hope that the committee will modify that section, be- 
cause without it I don't know how we can operate. The people are very sensi- 
tive about this. They do not want any opportunity for the Federal Govern- 
ment to take away this weighing service, and if you should leave that lan- 
guage out, I am satisfled that the State authorities would be opposed to the 
whole bill. 
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Mr. McLaughlin of Michigan. The same conflict exists — the same difference 
of opinion exists between the State authorities and the Federal authorities in 
St. Paul under the paclter control act. Would our action here this morning be 
a precedent for aslting action in the packer control act? Everything may be 
all right in St. Paul, but there are a lot of packers throughout the country. 

Mr. Claque. There may be a lot of packers throughout the country, but there 
are very few future terminal grain markets. There are only seven in the United 
States. 

Mr. McLaughlin of Michigan. What was the basis of the complaint in the 
stockyards controversy in Minneapolis, as to whether the State government or 
the Federal Government should do the weighing in the stockyards? 

Mr. Steenerson. The Secretary of Agriculture said that under the' law it was 
his business — ^under the act, it was his business to take it over. The State com- 
mission believed it was its business. And they did not want their jurisdiction 
wiped out. They wanted to continue the weighing service. I do not understand 
there was any other controversy except a controversy as to jurisdiction. Of 
course, there were a large number of employees. 

Mr. TiNCHEs. Mr. Chairman, I move we proceed to a consideration of the 
bill section by section. 

(The motion was seconded, and dnly carried.) 

Mr. Rainey. I move, Mr. Chairman, that we go into executive session. 

(The motion was duly seconded and carried.) 

(Whereupon, at 11 o'clock a. m., the committee proceeded to the consideration 
of the bill in executive session.) 

(The folloMing statements were submitted as permitted by the committee:) 

Statement of P. P. Quist, State W^eighmasteb for the Past 21 Yeabs of the 
Minnesota Railroad and Warehouse Commission at Minneapolis, Minn. 

• 
The Minnesota Grain Weighing Department was created by the State Legis- 
lature in 1885, and placed under the supervision of the railroad and warehouse 
commission. This commission, consistlnjg of three members, are elected directly 
by the people for a term of six j^ears, one commissioner elected every two years, 
the other two holding over. All appointments in the grain department are made 
by the commission, and employees are carefully • selected, with due regard to 
age, character, intelligence and general fitness, for the position to which they 
are assigned. The compensation of the emi^oyees varies with the responsibility 
attached to the work in which they are engaged, and all must take an oath of 
office and furnish a surety bond of $5,(X)0 for faithful performance of their 
duties under rules laid down for their government, which rules are made by the 
commission. While there is no civil service law in our state, yet the best of 
civil service is practiced, as removals have rarely occurred, and then only 
for violation of rules and incompetency. Many of the employees are still in the 
service who were identified with it at the time of its inception, their trainee! 
judgment, from years of experience, rendering their service valuable. This is 
especially true of the grading of grain. 

The Minnesota Grain Weighing Department was organized as a medium be- 
tween buyers and sellers of grain. Its purpose is to furnish true grades and 
accurate weights that are independent of either party and to aid in an 
equitable adjustment of disputes in so far as correct weights are concerneil. 
The department consists of a chief weighmaster, a clerical office force, anil 
weighers stationed at the mills and elevators; also scale experts and yard 
watchmen. 

the weighing. 

Before any final accounting can be made by the commission merchant to a 
country shipper, or settlement made between buyer and seller, the weight of 
the grain must first be ascertained. For the purpose of determining this weight. 
State weighers are stationed in the terminal mills and elevators, who take charge 
of the cars on their arrival at the respective stations and carefully weigh the 
grain before it is delivered into the possession of the buyer. The State weighers 
must make a careful inspection of the general condition of the cars as they are 
received and note any bad conditions found. A record of the seal number Is 
also taken. The car is opened and shippers' weight cards removed. Tlie 
weighing is done either on track scales or large hopper scales located at each 
mill or elevator. In case of track scale, the loaded car is placed on the scale 
and the gross weight taken. After the car has been unloaded it is weighed 
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back empty to determine the net weight. In all cases the car is detached 
from other cars during the weighing process. In case of hopper-scale weight, 
the contents of the car is unloaded into a receiving pit and elevated directly 
to the gamer (a large receiving hopper located just above the scale hopper). 
After the. scale has been properly balanced and the hopper valve closed, the 
^rain is drawn down from the garner into the scale hopper and weighed, usually 
in one draft, unless it is a very large load, when two drafts are taken. 

At the larger elevators where the weighing is done in the cupola, two men are 
employed by the State, the one being downstairs called a supervising weigher, 
who sees that the cars are properly swept and notifies the weigher upstairs, 
either by speak ng tube or telephone, that the grain is ready to be weighed. 

All scales over which State weghts are given are equipped with type register- 
ing beams, so each wefght is double checked. The weight is first read from the 
beam and entered into a book by the State weigher. He then inserts a specially 
prepared card in the recording beam, presses a lever, and the weight Is stamped 
on the ticket, and compared with the entry in the book before he leaves the 
scale. Since an incorrect record can not be obtained from a type registering 
beam, it is practically impossible for errors to enter into the work of weighing 
under the present system. Another check that tends toward accuracy is the fact 
that all through this weighing operation the State we'gher has not been alone 
in the work, for the house weigher has also been present, which results the two 
men are able to compare. 

Duplicate daily reports are made by the weighers at the clo^e of each day's 
work. These, together with reports. of car conditions and seal records, type 
register tickets and weight cards, are forwarded to the State weighmaster's 
ofllce, either by mail or messenger. It is necessary that reports be on hand at 
8 o'clock a. m. on the day following the weighing. 

After the type-register tickets are checked with the weigher's reports by the 
office clerks, an official certificate of weight is issued, bearing on its face the car 
number, initial, contents and State weight, together with the date and name of 
weighing station. This certificate is stamped with the seal of the State weigh- 
master and forms the basis of settlement between the shipper and buyer in the 
matter of weights. The railroads also base the freight charges on the State 
weight Should bad-order condition be registered against the car this fact 
is noted on the weight certificate. Certificates are issued without expense to any 
interested partji. 

Scale experts are employed, whose duties are to test scales used by the State 
department and keep them adjusted to the Government standard of weights. 
After the scale is tested, it is sealed to prevent willful or accidental changing of 
the scale levers without the knowledge of the department. The State supervision 
is not confined to the testing of scales, but takes up the details of proper scale 
construction, elevating machinery and all apparatus that enters into the handling 
of grain, before it is finally weighed. 

Another very important branch of the weighing department is the system of 
patrol service in the terminal railroad yards, whereby the grain cars passing 
through the terminal yards are scrutinized to see if leaking. Leaky cars are 
often found and reported by the special watchman, which would not have been 
found had they not been seen while in motion, for cars which leak, more or less, 
\^'hile being bumped about often show no leak when set for unloading, or while 
standing still. 

The Minneapolis weighing department supervises the handling and weighing 
of grain at 78 mills and elevators in Minneapolis, and 30 mills and elevators 
scattered throughout the Northwest, and weigh annually from 225,000 to 350,000 
carloads of grain. To keep the various mills in Minneapolis alone in operation 
requires about 450 carloads of grain every 24 hours when the mills are oper- 
ated to their regular capacity. A large percentage of the grain shipped to this 
market is stored in the terminal elevators when grain receipts are heavy. 
This grain supply is drawn upon as needed for grinding, when it is weighed 
out, loaded into cars, and forwardeil to the mills, where it is weighed again 
when unloaded. Each car carries a card showing the loading weight, and tih« 
name of the elevator wherejt was loaded. The loading and unloading weights 
are compared, and any discrepancy above normal shrinkage means an immedi- 
ate investigation to locate the difference. It is by such a check that scale defects 
are at once discovered and corrections made. It is also by such cross-town 
movement of grain that a check can be made on the efficiency of the weigh- 
ing service, as the responsibility for both weights rests on the one weighing 
department. I submit herewith a statement showing the cross-town handling 
of grain in Minneapolis for a crop year, which statement speaks for itself. 
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STATElfEXT OF CLEAB RECOBD CABS USED TS THE CBOS8-T0WN MOVEMENT OF GRATN 
FOB THE CBOP TEAB WHICH BB6 AX 8EPTEMBEB 1, 1919, AND ENDED AUGUST 31, 
1920. 

Total nomber of cars handled. 13.988 : average shrinkage, 53i pounds per ear- 
load. When taking !nto consideration that from 10 to 15 ponnds are taken froni 
each car by the samplers for grading purposes, the average shrinkage is less 
than 40 pounds per carload. 

The weighing d^artment. while performing its function of weighing and cer- 
tifying to weights of grain, also provides information to shippers, who assume 
they have suffered a loss of grain in transit, due to leaky cars or other causes. 
For this purpose, an office in charge of efficient and experienced persons is 
provided. Here all the seal records and other essential data are kept on ffle, 
and any person desiring to have an Investigation made as to the physical con- 
dition of the car and the seal protecting its load need only to file an application 
to receive a complete description of the car from the time it was first sampled 
by the inspection officials until it is set for unloading at the mill or elevator. 
This information embodies the number and kind of seal on the car when it was 
sampled for inspection and reinspection. also the seal recorded by the sampling 
bureau in taking samples for the commission firms for selling purposes. These 
samplings often occur three or four times, and every transaction is recorded and 
a record kept of each seal broken and the kind of applied. All this information 
is recorded and made a part of the records of the office. 

Prom these records a complete report is furnished to the applicant claiming 
a shortage and is used by him to substantiate his claim on the carrier. There 
has been a decided improvement in the handling and weighing grains at the 
terminal markets during the past 20 years. The small scale with its plain 
beam has been discarded, and in its place we find the 1,600 or 2,000 bushel 
hopper scale, with type registering beam. The elevator leg, with its turn-head, 
whereby the grain could be diverted, has been replaced by the stationary turn- 
head, which means that the grain from the unloading pit can not be diverted 
before it is weighed. The small track scale resting on shallow wood foundation 
has given way to the modern 150-ton scale, built on solid concrete. 

In connection with the weighing department, a r^stration bureau is main- 
tained which compiles and keeps accurate account of the grain received and 
loaded out of terminal elevators. This bureau certifies to the amount of grain 
in storage and issues warehouse receipts for it, which are used by the owners 
of the grain as collateral in borrowing money, and these warehouse receipts 
are considered by the banks as the highest grade of securitj% and they are of 
great benefit in raising the vast sums of money required to handle the crop. 

I will say in conclusion, that it is the constant aim of the State weighing 
department to furnish true and exact weights, keep true records of seal and 
car conditions, so that such information may be available to all interested 
parties. The Minnesota grain department enjoys the confidence of the grain 
trade, and it would not be to the best interests of the producers and shippers 
of grain to abolish this service that has taken so many years to establish. 

Respectfully submitted. 

P. P. QuisT, State Weiffhmaster. 



STATEifENT OF W. E. THOMPSON, StATE SuPEBVISOB OF SCAI£S FOB THE MINNE- 
SOTA Railboad and Wabehouse Commission. 

In appearing before your committee, I wish to present a statement from an 
experience covering 21 years of my connection with the Minnesota Railroad 
and Warehou.se Commission in its carrying out the provisions of the grain laws 
of the State of Minnesota enacted in 1885. 

Our State has had a grain-inspection and a grain-weighing service since Au- 
gust 1, 1885, and as a consequence of the services rendered by bonded State grain 
inspectors and State grain weighers, the terminal markets of Minnesota have 
enjoyed a distinction of a splendid reputation all these years for the accuracy 
of weights in its terminal elevators and the fairness of its grades. 

I am concerned for our Minnesota Railroad and Warehouse Commission with 
the maintenance of the weighing service in grain terminal elevators through- 
out our State, under and in conformity with our State laws, and I believe 
that H. R. 11843, se<'tion 5, subparagraph (a) should be amended to allow 
of the continuance of that State regulatory and supervision service. 
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In connection with this, allow me to say that my first experience as one of 
the commission's employees was as a weigher of grain in 1901, later holding other 
positions under the commission, at their request, in the grain service, and since 
1908 as actively in charge of track scale supervision, later of supervision over 
all of the scales of the larger capacities in the State of Minnesota for the 
commission; hence my connection with the grain-weighing service has been 
a continuing one since 1901, or a period of 21 years, and in all of that time it 
has been my observation that State bonded weighers actually perform the 
weighing service, and that as such they are a neutral, noninterested body of 
men, functioning in the establishment of a weight, which is acceptable by the 
seller, by the purchaser, and by the railroad companies in freight settlements. 
Minnesota weights are recognized over the entire United States as being accu- 
rate without question, if we can accept statements of the grain trade in other 
markets and of the railroads and the producers and grain-handling public, and 
they are accepted as of a high character and beyond reproach. 

In addition to the actual weighing service performed by bonded employees, the 
supervision provided in our grain laws of the State of Minnesota goes to a safe- 
guarding of the grain from the time it reaches a terminal market until it has 
passed to the miller for grinding purposes. 

The freight yards, into which the cars of grain come, are policed by the State 
weighing department of the commission ; the grain cars are policed through to 
the actual weighing of the grain into the terminal elevators ; conditions of the 
cars are noted and reported, for the protection of the shipper; the appliances 
used in the receiving of the grain into an elevator and the scales therein, whether 
they are railroad track scales or hopper scales, in the cupola, are under the con- 
stant and daily inspection of the State weighers operating them. 

In addition to this the scale department maintains a scale inspection force of 
eight inspectors, giving all of our scales two annual, regular inspections and tests,^ 
with such additional inspections and tests as become necessary by reason of com-* 
plaints or variations in weights between terminal elevators and mills or between 
two State shipping points, whether located in the same terminal or not, and the 
scales are tested on the motion of the department whenever there appears to be 
variations in weights between any two points. 

Under section 5, subparagraph (a), lines 15 and 16, appear the words "ap- 
proved by the Secretary of Agriculture for the purpose." It is not Imown what 
the import of this particular phraseology will mean. We feel that it will mean 
that it will abolish the State weighing service of the State of Minnesota, and 
if that is done it will mean that the chamber of commerce at Minneapolis and the 
board of trade at Duluth, constituted of grain handlers in the shape of elevator 
and mill owners, commission merchants, and grain traders, will of necessity be 
obligated to do this weighing. Somebody must perform this function, and cer- 
tainly it can not be contended that the interested party Jn the receipt and sale 
of this grain should properly be the one to perfonn this function. These markets 
appear to me to be happy in their ability to furnish a State certificate of weight, 
issued by a bonded, neutral State weigher, who neither knows who owns or who 
is to receive the grain he is weighing. In my opinion It would be the height of 
unwisdom to abolish that service. 

I do not find that In the bill there is provided for a Federal service, which 
shall be the equivalent of the State service that has functioned all these years, 
and with which shippers from Northwestern States, including Montana, North 
and South Dakota, Nebraska, Kansas, and frequently Iowa, have become accus- 
tomed, by reason of the fact that they have, in a more or less large volume, 
shipped grain to the Minnesota terminals. It is my contention that this is 
properly a State function, exercised as a part of the State's police power, and 
as such ought not to be objectionable to the Secretary of Agriculture in the 
carrying out of the other provisions proposed by this bill. 

The Minnesota weighing service, as required by our Minnesota Railroad and 
Warehouse Commission, in conformity with our State laws, is apparently very 
well thought of by industries doing business in other States, and because of 
this fact the Minnesota commission has made special weighing contracts, fur- 
nishing Minnesota bonded State weighers to perform the weighing service at 
two different mills in North Dakota, one mill in Iowa, one mill in Wisconsin, 
and has even established its weighing service, through the siime kind of a 
special contract, at Portland, Oreg. In each of these cases where this service 
has been established outside of the confines of the State of Minnesota it has 
been upon a special contract between the parties Involved and because of a 
guaranty of and a payment to the State of the total expenses involved In 
rendering the service. 
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There should be no objection to the establishment of such a weighing service 
by any State, which will carefully and conscientiously carry out. the duties, 
imposed by laws similar to those of Minnesota. In this connection, during my 
period of service with the Minnesota conmilssion it has been my observation 
that railroad Und warehouse conmiissioners or grain commissioners from Mon- 
tana, North Dakota, South Dakota, Nebraska, Kansas, and Missouri have re- 
peatedly come to Minnesota for copies of Minnesota's forms and blanks and her 
laws, and my information, while not deflnite and positive as to the individual 
State, would lead me to the belief that in nearly all of these State mentioned 
legislation has been enacted incorporating the Minnesota grain-supervision laws. 

Section 8747if (sec. 7), page 1405, United States compile<l Statutes 1918. 
provides that the Secretary of Agriculture may license inspectors for the grad- 
ing of grain under such rules and regulations as he may promulgate. In this- 
section the following wording occurs: '' Provided, Thut in any State which has, 
or which may hereafter have, a State grain inspection department established 
by the laws of such State, the Secretary of Agriculture * shall ' issue licensei? 
to the persons duly authorized and employed to inspect and grade grain under 
the laws of such State." Under this section the Secretary of Agriculture has 
licensed all of the grain inspectors appointed by the Minnesota Railroad and 
Warehouse Commission under the Minnesota laws. 

Under the proposed subsect on (a) of section 5, lines 15 and 16 of H. R. 
11843, if the Secretary of Agriculture did not approve of the State weighing 
service, with its additional many points of supervision and regulation besides 
the actual weighing of the grain itself, it would seem that this would do away 
with all State supervision, and I submit the question. Would this not neces- 
sarily compel the chamber of commerce at Minneapolis and the board of trade 
at Duluth to establish this service that is now performed by the State through 
4ts body of neutral, noninterested, bonded State employees? 

So far as this service relates to the mechanical elements involved In the 
weighing of gi'ain, the scale inspectors of the scale department of the com- 
mission make in their two annual tests and in all other cases where ele- 
vators are visited a critical examination of the receiving pits, the receiving 
boots, the legs that elevate the grain to the hopper scales, the gamers in 
which that grain is momentarily stored just immediately before it is weighe<l, 
and the hoppers of the scales themselves, which are located directly under- 
neath the scale garners, and a complete physical examination and a complete i 
and comprehensive test of the scales. These examinations are regularly made 
twice annually, and every possible safeguard is thrown around the mechanical , 
elements involved in the terminal elevators to insure the accuracy of weights 
on all of the grain received at and shipped from them. 

The same is true of those elevators and mills employing railroad track 
scales in the receipt and the shipment of their grain. In addition to the two j 
regular tests and two regular inspections of all of this machinery, such addi- 
tional tests and additional inspections are made as the scale department deems 
necessary, taking into consideration each day the daily movement of grain 
between State weighing points so that on any occasion of apparent discrepan- 
cies on weights between two points, inspections and tests of the scales involved 
and the elevators involved are immediately made by the scale department, 
which is in addition to the regular daily critical examination of these scales 
and the handling appliances used with the weighing of grain made by these 
bonded State weigher.s. 

There are involved in the Minnesota grain- weighing service at all points ap- 
proximately 130 different weighing stations and approximately 350 different 
scales over which grain is weighed, and I submit that the existing State ma- 
chinery that functions through an extremely .small cost per bushel of the grain 
weighed, and which does not and can not by the fact of its very low cost 
produce a burden upon interstate commerce, I .submit that that State regula- 
tory supervision should not be superseded by Federal regulation or Federal 
service. Prior to Federal regulation under the grain standards act, the fees 
establishe<l by the Minnesota ccmimlsslon fluctuated from 15 to 50 cents per 
carload. Since the operation of the department under the Federal act the 
fees are doubled. The Minnesota commission regulates the fees to the needs | 
(►f the service, increa.sing or decreasing the fees in accordance with the volume 
of business to a point which will provide only sufficient revenues for operation. 
In this connect i(m the average annual surplus of revenue over exxtenf^es has 
been .$1,200. This covers a i)eriod of oi>eration since August 1, 1885. 

X 
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